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FISCAL  YEAR  1977  DEFENSE  BUDGET 
CBO  Briefing  and  Analysis 


WEDNESDAY,  FEBRUARY  18,  1976 

U.S.  Senate, 
Task  Force  on  Defense, 
Committee  on  the  Budget. 

Washington,  D.C. 

The  task  force  met  at  10 :10  a.m.,  pursuant  to  notice,  in  room  357, 
Russell  Senate  Office  Building,  Hon.  Ernest  F.  Hollings  (chairman  of 
the  task  force)  presiding. 

Members  present:  Senators  Hollings,  Muskie,  Moss,  Cranston, 
Chiles.  Buckley,  and  Domenici. 

Staff  members  present :  Task  Force  on  Defense :  Michael  B.  Joy,  task 
force  coordinator  and  Andrew  Hamilton,  professional  staff  member. 
Full  Committee:  Douglas  J.  Bennet,  Jr..  staff  director;  John  T.  Mc- 
Evoy,  chief  counsel;  and  Thomas  A.  Dine,  national  security  group 
coordinator. 

Senator  Hollings.  \Ye  appreciate  our  chairman  being  here. 

Opening  Statement  of  Senator  Hollings 

Today  the  defense  task  force  begins  its  examination  of  the  national 
defense  budget,  function  050.  The  administration  has  asked  for  $114.9 
billion  in  budget  authority  for  this  function,  and  estimates  outlays  of 
$101.1  billion. 

The  increases  over  1976,  as  shown  in  the  President's  budget  are : 

Budget  authority  +$12.  7 

Outlays   +8.3 

The  national  defense  function  includes  the  military  activities  of 
the  Department  of  Defense,  military  assistance,  the  nuclear  weapons 
projects  of  the  Energy  Research  and  Development  Administration, 
and  miscellaneous  other  defense-related  activities,  including  the  na- 
tional strategic  materials  stockpiles  administered  by  the  Government 
Services  Administration. 

BIG  INCREASES  AND  DECREASES 

The  national  defense  budget  proposed  by  the  President  has  n  num- 
ber of  interesting  features  which  deserve  comment.  There  are  some  big 
increases  and  some  big  decreases  compared  to  last  year.  We  hope  to 
explore  some  of  these  today. 

Factoring  out  inflation,  and  measuring  the  constant  dollar  or  real 
increase  from  1976  to  1977,  we  find  that  national  defense  budget  au- 
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thority  grows  about  $5.3  billion.  But  the  increases  are  mucli  larger 
in  some  portions  of  the  budget,  while  other  parts  have  been  cut. 

Let  me  start  by  listing  the  decreases.  One  big  decrease  is  in  military 
assistance.  Budget  authority  for  military  assistance  is  down.  $2.3  bil- 
lion in  constant  dollars,  compared  to  last  year.  This  is  due  mainly  to 
higher  receipts  in  the  foreign  military  sales  trust  fund,  which  is  not 
under  direct  congressional  control. 

MAJOR  SPENDING  RESTRAINTS 

Xext,  we  must  consider  a  number  of  spending  restraints  which  will 
require  legislative  action.  In  total  they  save  about  $3.7  billion  in  fiscal 
1977.  If  these  actions  are  not  taken  by  Congress,  the  savings  will  not 
occur.  This  potential  added  cost  will  have  to  be  borne  in  mind  during 
our  consideration  of  the  defense  budget. 

The  major  restraints  requiring  congressional  action  are : 

First,  a  proposed  permanent  change  in  the  formula  used  to  establish 
comparability  between  Federal  and  non-Federal  pay.  By  itself,  this 
action  will  save  about  $1.7  billion  in  defense  budget  pay  raises  for  mili- 
tary and  civilian  employees,  compared  to  present  law. 

Second,  proposed  temporary  pay  caps  for  military,  civil  service,  and 
wage  board  personnel.  These  caps  would  save  about  $800  million  more. 

Third,  a  change  in  the  military  basic  allowance  for  quarters,  reduc- 
tions in  reserve  pay  and  drills,  a  commissary  surcharge  and  other 
actions  that  will  save  about  $300  million. 

Fourth,  repeal  of  the  1-percent  kicker  in  Federal  retirement  annuity 
adjustments.  The  kicker  increases  retired  pay  at  a  rate  faster  than 
growth  in  the  Consumer  Price  Index.  Repeal  would  save  about  $100  to 
$200  million  in  1977. 

Fifth,  legislation  will  be  requested  to  authorize  an  additional  selloff 
of  strategic  stockpile  materials  which  the  administration  believes  to 
be  in  excess  of  requirements.  The  administration  calculates  that  if  the 
legislation  is  passed  early  in  the  session,  it  will  realize  about  $750  mil- 
lion in  receipts  from  stockpile  sales. 

In  addition,  the  administration's  budget  also  proposes  some  person- 
nel reductions,  less  military  construction,  and  a  few  other  scattered 
savings.  It  is  hard  to  get  a  complete  list  of  these  other  actions.  They 
may  add  up  to  savings  of  about  $500  to  $600  million.  I  hope  that  our 
witnesses  today  can  supply  us  soon  with  a  reliable  list  of  these  other 
spending  cuts. 

INCREASES  IN  PRESIDENT'S  DEFENSE  BUDGET 

Now  let  me  turn  to  the  increases  in  the  President's  proposed  defense 
budget.  When  inflation  is  factored  out,  these  total  over  $10  billion  in 
budget  authority.  "With  the  exception  of  several  small  items  in  the  per- 
sonnel and  retirement  areas  these  increases  are  found  in  the  budget  for 
defense  purchases,  and  represent  real  growth  of  nearly  20  percent.  I 
have  here  a  list  which  shows  where  $9.7  billion  of  these  increases  are 
to  be  found. 
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Budget  authority 

[Dollar  amounts  in  billions] 


1976-77  budget  authority 
increase 


In  current 
dollars 

In  constant 
1977  dollars 

Percent  of 
real  growth 

Operations  and  maintenance  excluding  Fed- 
eral civilian  pay     __   

Procurement,  excluding  Federal  pay   

Research,  development,  test,  and  evaluation, 

excluding  Federal  pav    

Revolving  and  management  funds.  _   

Atomic  energv  

$3.  0 
8.  1 

t  4 
.  22 

o 
.  O 

SI.  8 
6.  7 

.8 
.  21 

9 

■  — 

10.  6 
30.  2 

10.  0 
144.  2 
10.  0 

Total  

13.  0 

9.  7 

i  19.  6 

i  Measures  percent  of  real  growth  in  budget  accounts  listed  above 

As  we  continue  our  review  of  the  1976  defense  request,  we  will  seek 
more  information  on  the  reasons  for  these  large  increases  in  defense 
purchases.  Our  witnesses  today  are  from  the  Congressional  Budget 
Office,  starting  with  the  Director,  Mrs.  Alice  Rivlin. 

Mrs.  Rivlin,  we  welcome  you  to  this  seminar.  You  and  vour  staff 
have  recently  completed  some  studies  of  the  defense  budget.  We  are 
eager  to  get  your  views  on  this  complex  subject  and  in  particular,  on 
wavs  in  which  we  can  ferret  out  the  waste  and  inefficiency  in  the  defense 
budget  and  defense  manpower.  We  are  also  interested  in  getting  your 
views  on  the  opportunities  for  doing  something  about  rising  defense 
manpower  costs,  particularly  in  the  area  of  military  retirement. 

Why  don't  you  identify  each  person  and  their  capacity  with  the 
Congressional  Budget  Office. 

STATEMENT  OF  HON.  ALICE  RIVLIN,  DIRECTOR.  CONGRESSIONAL 
BUDGET  OFFICE;  ACCOMPANIED  BY  JOHN  KOEHLER,  ASSISTANT 
DIRECTOR  FOR  NATIONAL  SECURITY  AND  INTERNATIONAL 
AFFAIRS;  ROBIN  PIRIE,  DEPUTY  ASSISTANT  DIRECTOR.  NSIA; 
GARY  NELSON,  PRINCIPAL  ANALYST;  AND  ROBERT  HALE, 
ANALYST 

Dr.  Rivlix.  I  will  be  delighted  to  do  that.  On  my  right  is  John 
Koehler,  who  is  assistant  director  for  CBO  for  National  Security  and 
International  Affairs.  On  his  right  is  Robin  Pirie.  who  is  his  deputy 
for  national  security;  and  Bob  Hale  next  to  him,  and  Gary  Xelson, 
both  of  whom  work  on  manpower.  They  are  going  to  be  doing  the 
principal  part  of  the  briefing  this  morning. 

We  have  arranged  an  informational  briefing  at  your  request.  Mr. 
Chairman.  Clearlv  the  defense  item  is  a  large  one  in  the  budget.  The 
CBO  work  on  the  budget  for  the  Budget  Committees  takes  a  couple  of 
different  forms.  One  is  a  section  of  our  annual  report,  which  will  lay 
out  options  in  defense  over  the  next  5  years,  that  we  hope  will  be  useful. 
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Another  is  a  series  of  more  detailed  issue  papers  which  we  also  hope 
will  be  useful  to  you  and  the  staff. 

What  we  would  like  to  do  this  morning  is  just  briefly  run  through 
what  seemed  to  us  to  be  the  major  issues,  with  emphasis  on  manpower. 

IMPACT  OF  INFLATION  ON  DEFENSE  BUDGET 

Senator  Hollings.  There  is  one  other  question.  Senator  Muskie  had 
asked  about  a  study  to  be  made  about  the  impact  of  inflation  upon  the 
defense  budget.  Do  we  have  that  updated  ? 

I  think  3'ou  had  a  draft  report  last  November. 

Dr.  RrvLiN.  We  have  a  further  study.  What  we  had  last  November 
was  a  preliminary  look  at  it.  This  is  a  study  done  at  the  request  of 
both  Budget  Committees  that  is  just  about  finished.1 

Is  that  right,  John  \ 

Mr.  Koehler.  That's  right. 

Dr.  RrvLiN.  That  is  one  thing  you  will  have  very  quickty. 

MANPOWER  ISSUES 

I  would  like  to  turn  this  over  now  to  John  Koehler.  The  basic 
format  for  the  presentation  is  we  will  begin  with  the  manpower 
issues  in  this  year's  budget,  which  are  major,  and  lay  out  what  needs 
to  be  said  about  those.  Please  interrupt  or  ask  questions  or  anything 
at  an}7  point,  and  then  we  will  move  on  to  the  overall  defense  budget 
at  the  end. 

J  ohn. 

Mr.  Koehler.  Mr.  Chairman,  I  would  like  to  start,  first,  with  Bob 
Hale,  who  wiil  describe  briefly  some  of  the  basic  issues  in  the  man- 
power area.  These  dominate  defense  costs.  He  will  address  the  question 
of  why  manpower  costs  so  much  and  how  it  has  grown  in  the  past 
decade. 

Following  that,  Gary  Nelson  will  describe  some  of  our  work  on  the 
evaluation  of  various  manpower  alternatives,  how  one  might  go  about 
saving  money  in  the  manpower  budget. 

REAL  GROWTH  BUDGET 

Subsequently  Robin  Pirie  can  talk  to  the  committee  on  the  size  and 
character  of  the  real  growth  in  this  year's  defense  budget.  It  is  para- 
doxically both  a  turnaround,  real  growth  budget  and  in  some  respects 
a  very  austere  budget,  depending  on  whether  one  looks  at  fiscal  year 
1977  outlays  or  fiscal  year  1977  budget  authority. 

That  difference  is  very  important;  it  poses  some  problems  that 
Mr.  Pirie  will  discuss  for  the  way  the  congressional  budget  process 
has  to  handle  this  year's  defense  budget,  because  major  uncertainties 
will  remain  to  be  resolved  at  the  time  of  the  first  concurrent  resolution. 

FORCE  ALTERNATIVES  AND  OPTIONS 

Finally,  he  can  take  you  briefly  through  the  major  force  alternatives 
and  options  that  are  analyzed  in  our  report,  showing  the  range  of 


1  "Treatment  of  Price  Changes  in  the  Defense  Budget." 
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alternatives  and  their  cost  implications  out  for  5  years  in  the  ground 
forces,  the  naval  forces,  the  tactical  air  forces,  and  the  strategic  forces. 

In  keeping  with  the  informality  why  don't  I  just  pass  it  to  Bob  now 
to  take  over  on  the  manpower  costs  ? 

MANPOWER  COSTS 

Mr.  Hale.  In  his  fiscal  1977  budget  the  President  proposes  to  reverse 
the  sharp  growth  in  the  costs  of  Defense  manpower  which  have 
occurred  in  recent  years.  Many  members  of  Congress  have  also  shown 
an  interest  in  ways  to  reduce  these  costs.  This  morning  we  would  like 
to  discuss  some  alternatives  which  do  reduce  the  costs  of  defense 
manpower. 

DEFENSE    MANPOWER  ISSUES 


*    TRENDS    IN    MANPOWER  COSTS 


*    PRESIDENT'S    1977    BUDGET  PROPOSALS 


*     MAJOR  ISSUES 

PAY   RAISE  CAPS 


RETIREMENT  MODIFICATIONS 

Mr.  Hale.  We  begin  by  briefly  discussing  why  manpower  costs  have 
grown  over  the  past  12  years.  I  think  this  is  useful  because  it  points 
out  ways  of  where  you  ought  to  look  for  possible  reductions.  Then  we 
will  describe  the  reductions  the  President  has  proposed.  What  I  want 
to  do  is  emphasize  what  the  Congress  will  have  to  do  in  order  to 
implement  these  reductions. 

PAT  RAISE  CAPS  AXD  RETIREMENT  MODIFICATIONS 

Finally,  Gary  will  take  over  and  discuss  two  important  issues  that 
the  CBO  has  looked  at  in  some  detail  and  which  we  think  will  be 
important  during  this  session  of  Congress;  namely,  the  pay  raise  caps 
and  some  retirement  modifications. 

67-428—76  2 


TThat  we  liave  to  say  together  will  take  about  20  or  25  minutes  and 
we  would  be  glad  to  answer  questions  as  we  go  or  at  the  end. 

GROWTH    IN    MANPOWER  COSTS 
(Outlays  in  $  Billions) 


_FY_J964 
Manpower  22.0 

Total  Defense  50.8 

Percent  Manpower  43% 


FY  1977 

F  Y_J  976_  _(_Pj_ej_.__Budget) 

49  #u  <>*JHPW  ii  5|  8  iM 

fttf  9^  3(3        ioo.  i 

54%  52% 


DEFEXSE  MANPOWER  COSTS 


Mr.  Hale.  This  next  slide  indicates  the  sharp  growth  in  defense 
manpower  costs.  In  fiscal  1964  Defense  spent  about  $22  billion,  about 
43  percent  of  all  its  outlays  on  manpower.  By  fiscal  1976  that  was 
up  to  $49.4  billion  or  about  54  percent  of  all  its  outlays. 

The  President  proposes  to  reverse  this  trend.  He  will  propose  some 
cuts  in  manpower  that  I  will  get  to  in  a  minute,  and  he  is  also  increas- 
ing procurement.  The  net  effect  of  both  of  these  is  to  reduce  the 
percentage  spent  on  Defense  manpower  to  about  52  percent. 


SOURCES    OF  GROWTH 


1964 


1976 


%  Change 


Military  Personnel 

Number  (millions) 
Annual  Cost  per  Person 


2.  69 
$4600 


2.  1 


$ 


0 
200 


-22% 
+  143% 


Defense  Civilians 


Number  (millions) 
Annual  Cost  per  Person 


I.  04 
$7000 


.  96 
$15, 900 


-9% 
+  127% 


Private  Manufacturing 

Workers  Annual  Earnings  $5300  $10,400  +97% 


Price  Level  100  180  +80% 


Mr.  Hale.  The  next  slide,  I  think,  suggests  why  manpower  costs 
have  grown.  The  slide  shows  the  numbers  of  active  duty  military  per- 
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some  and  Defense  civilians  and  their  cost  per  person  in  fiscal  1964: 
and  fiscal  1976.  For  a  comparison  it  also  shows  earnings  of  workers 
in  the  private  manufacturing  sector  and  changes  in  the  price  level. 

Clearly,  Defense  has  cut  its  numbers  of  employees,  particularly 
military  employees,  but  these  reductions  have  been  more  than  offset 
by  increases  in  the  cost  per  person. 

The  cost  per  person  of  active  duty  military  personnel  has  gone  up 
143  percent  between  fiscal  196-1  and  fiscal  1976  while  cost  per  Defense 
civilian  has  gone  up  127  percent.  Both  these  increases  are  significantly 
larger  than  increases  in  non-Defense  workers'  earnings. 

REASONS  FOR  HIGH  GROWTH 

The  reasons  for  high  growth  are  fairly  clear.  There  were  large 
raises  in  the  late  1960's  to  achieve  comparability,  and  significant  raises 
for  the  military  enlistees  in  the  early  1970's. 

Senator  Buckley.  May  I  interrupt  at  this  moment  ? 

In  terms  of  the  Defense  civilian  employees  you  say  the  rise  in  cost 
per  person  is  significantly  higher  than  the  private  sector,  but  is  it 
in  line  with  the  rise  in  the  public  sector,  namely,  the  Federal 
Government  ? 

Mr.  Hale.  I  think  the  civilians  as  a  whole  would  show  a  similar  rise. 
I  think  one  last  reason  for  that  rise,  especially  perhaps  in  the  civilian 
sector,  is  there  have  been  significant  increases  in  the  average  grade. 

COMPARABILITY 

Chairman  Muskie.  Is  there  now  comparability  ? 

Mr.  Hale.  I  think,  as  Gaiw  suggests,  in  the  sense  that  we  are  getting 
enough  people  of  the  right  quality,  yes.  That  seems  to  me  a  reasonable 
test. 

Chairman  Muskie.  You  could  be  getting  that  if  you  were  above 
comparability. 

Mr.  Hale.  Yes ;  that  is  true. 

Senator  Hollixgs.  Is  there  any  extravagance  in  that  so-called 
comparability  ? 

Mr.  Hale.  You  have  to  take  into  account  what  is  going  on  in  the 
economy.  We  must  look  not  only  at  Federal  wages,  but  unemployment 
and  civilian  wages  in  1975.  With  a  major  recession  maybe  we  could 
have  accepted  lower  salaries,  in  1975. 

But  I  think  that  Gary's  discussion  will  show  you  that  in  the  future, 
given  the  projections  of  how  the  economy  is  going  to  go,  and  looking 
out.  say.  5  years,  that  the  wages  are  not  extravagant. 

Mr.  Xelsox.  We  have  a  chart  that  goes  to  that  later. 

comparable  pay  scales,  etc. 

Senator  Buckley.  If  I  could  pursue  this  further  and  pin  it  down, 
whether  it  is  comparable  or  not,  is  it  fair  to  say  the  pay  scales,  et  cetera, 
in  the  Department  of  Defense  are  comparable  to  HEW  and  so  on? 

Mr.  Hale.  Yes ;  I  think  so. 

Chairman  Muskie.  In  terms  of  comparability,  did  the  military  per- 
sonnel have  farther  to  go  in  1964  ? 
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Mr.  Hale.  Yes ;  that  is  certainly  true.  Because  of  the  draft,  military 
wages  were  depressed. 

There  have  been  some  improvements  in  the  quality  of  people,  par- 
ticularly military.  They  are  slightly  better  educated  and,  more  im- 
portant, perhaps,  they  are  all  volunteers.  Therefore  productivity 
should  be  higher  and  there  is  some  justification  for  paying  more  for 
these  people. 

Nonetheless,  I  think  the  point  I  want  to  make  about  the  slide  is  it 
does  suggest  we  ought  to  look  particularly  closely  at  salaries  or  com- 
pensation in  searching  for  ways  to  reduce  manpower  costs. 

I  would  like  to  turn  now  to  the  manpower  cost  reductions  proposed 
by  the  President  in  his  fiscal  1977  budget. 
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DEFENSE  MANPOWER 
IN  THE  PRESIDENT'S  BUDGET 

($  Billions  of  BA) 
FY  1977 

Current  Policy  $5  5.5 

New  Comparability 

Military  -I.  2 

GS  -  .  5 

Pay  Cap 

Military  4 
--  GS  2 
Wage  Board  2 

Other  Compensation  7 

"  Housing 

Grade  Reductions 
--  Reserve  Pay 

Other 

1%  Kicker  -.1 

Person nel  Cuts  3 

—  Civilian 
--  Military 

Other  -.3 


President's  Budget 


$5/.? 
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Mr.  I  Talk.  This  next  slide  shows  those  reductions.  The  $55.8  billion 
at  the  top  of  the  slide  is  the  CBO  current  policy  manpower  cost.  The 
number  assumes  we  have  the  same  numbers  of  people  as  in  fiscal  1976, 
and  the  same  compensation  policies.  In  other  words,  all  we  do  to  get 
it  is  take  fiscal  1976  costs  and  adjust  them  for  anticipated  inflation. 

The  negative  numbers  below  the  $55.8  indicate  the  cuts  proposed 
by  the  President.  Taken  together,  they  result  in  the  President's  budget 
authority  of  $51.9  billion. 

MILITARY  AND  GENERAL  SCHEDULE  PAY  CAP 

The  largest  cuts  are  achieved  by  reducing  pay  raises.  I  would  like 
to  discuss  the  cap  on  military  and  general  schedule  civilian  pay  raises 
first,  because  it  is  handled  differently  than  the  cap  on  wage  board — 
that  is,  blue  collar — civilians. 

The  current  policy  number  of  $55.8  billion  assumes  a  12-percent 
raise  for  military  and  general  schedule  employees.  This  12  percent  is 
a  catchup  raise.  It  is  designed  to  return  to  full  comparability  under 
the  current  definition  of  comparability.  It  compensates  for  lost  raises 
last  year  when  the  raises  were  capped  and  also  for  expected  increases 
that  will  occur  this  year. 

However,  the  President  proposes  changing  this  definition  of 
comparability  based  on  the  recommendations  of  the  Rockefeller  Com- 
mission. Under  this  new  definition  the  President  estimates  the  com- 
parability raise  at  6.3  percent  rather  than  12  percent  included  in  the 
current  policy  number.  So  this  new  definition  saves  about  $1.2  billion 
for  military  and  $500  million  for  general  schedule  civilians. 

But  the  President  doesn't  propose  giving  even  the  6.3  percent  raise. 
Rather,  he  proposes  a  raise  limited  to  4.7  percent  and  that  will  save 
another  $400  million  for  military  and  $200  million  for  general  sched- 
ule. Either  house  of  Congress  can  reject  this  proposed  cap. 

WAGE  BOARD  CAP 

In  addition  to  the  cap  on  military  and  general  schedule,  the  Presi- 
dent proposes  limiting  raises  given  to  wage  board  civilians  to  3.4  per- 
cent, whereas  that  current  policy  number  at  the  top  assumes  an 
increase  of  9.2  percent. 

Whereas  either  House  can  overturn  the  pay  cap  in  the  case  of  the 
military  and  general  schedule,  it  would  require  a  change  in  existing 
law  to  allow  the  President  to  cap  wage  board  raises. 

OTHER  COMPENSATION  CUTS 

Next  the  President  has  proposed  cuts  totaling  $700  million  in  other 
items  which  affect  compensation  of  active  duty  personnel.  The  Presi- 
dent proposes  reducing  construction  of  new  family  housing,  limiting 
maintenance  of  existing  family  housing  to  essential  items,  cutting 
average  grades  slightly  of  both  civilian  and  military  active  duty  per- 
sonnel, cutting  out  certain  Reserve  pay  and  some  other  more  minor 
items. 

ELIMINATE  1 -PERCENT  KICKER 

The  President  also  proposes  cutting  retired  pay  by  eliminating  the 
so-called  1-percent  kicker,  which  is  a  feature  of  the  current  retire- 
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ment  law  that  causes  annuities  of  those  who  have  already  retired  to 
increase  faster  than  the  rate  of  inflation.  Like  the  wage  board  cap, 
this  reduction  requires  that  Congress  change  existing  statutory  law. 

Let  me  stop  now  and  summarize.  The  pay  cap,  the  change  in  com- 
parability, the  additional  cuts  in  other  compensation,  and  the  elimina- 
tion of  the  1-percent  kicker  together  represent  over  three-quarters  of 
the  reductions  proposed  by  the  President,  and  they  are  all  aimed  in 
one  form  or  another  at  what  you  could  call  compensation. 

So  I  think  it  is  fair  to  say  that  the  President's  proposed  reductions 
do  emphasize  cuts  in  compensation. 

PERSONNEL  CUTS 

But  he  does  propose  some  cuts  in  personnel,  primarily  civilian  per- 
sonnel, that  are  going  to  be  in  line  with  the  base  closures  that  he  in- 
tends to  propose.  He  makes  some  other  miscellaneous  reductions  and 
some  small  increases  which,  taken  together,  total  $700  million. 

I  have  alluded  several  times  in  this  discussion  to  the  actions  Con- 
gress must  take  to  allow  implementation  of  these  cuts.  I  think  it  is 
worthwhile  to  summarize  these  same  cuts  again,  showing  which 
depend  on  various  types  of  action  by  the  Congress. 

DEFENSE  MANPOWER 
IN   THE    PRESIDENT'S  BUDGET: 
REVISITED 

($  Billion  of  BA) 
FY  1977 


Current  Policy  $55.2 

Redefinition  of  Comparability  -1.7 

Change  Statutes  -.5 
Wage  Board  Cap 
,i«  :o    Kicker  i^y 
Reserve  Pay 

Concentrating  Raise  on  BAQ 
Cadet  Pay 

Vote  of  Either  House 
Military  and  GS  Pay 

Normal  Review 


Cap 


-.6 


-I.  I 


President's  Budget 


$51.9 
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REDEFINITION  OF  COMPARABILITY 

Mr.  Hale.  About  $1.7  billion  of  the  savings  depends  on  the  Presi- 
dent's redefinition  of  comparability,  which  presumably  could  be  over- 
turned by  the  Congress  or  could  be  challenged  in  the  courts.  I 
think  that  raises  an  interesting  question  because  later  in  the  summer, 
as  you  are  voting  on  the  pay  cap,  if  the  issue  of  what  the  definition 
will  be  hasn't  been  resolved,  it  won't  be  clear  whether  you  are  going  to 
cost  yourself  $1.7  billion  or  perhaps  $2.3  billion.  That  is  potential!}'  a 
serious  problem. 

CHANGES  IN  EXISTING  STATUTORY  LAW 

Another  $500  million  depends  on  changes  in  the  existing  statutory 
law.  Included  here  are  the  wage  board  cap,  the  1-percent  kicker, 
and  then  some  other  smaller  reductions  including  various  changes  in 
Reserve  pay,  concentration  of  a  part  of  the  pay  raise  on  basic  allow- 
ance for  quarters,  and  some  minor  changes  in  pay  for  military  cadets. 

PAY  CAP  APPROVAL  BY  CONGRESS 

Yet  another  $600  million  of  the  savings  require  that  neither  House 
of  the  Congress  reject  the  military  and  general  schedule  pay  caps. 

Finally,  the  last  $1.1  billion  in  reductions  could  be  changed  by  Con- 
gress in  the  normal  process  of  authorization  and  appropriation  review. 
I  have  tried  to  give  you  an  idea  of  what  the  President  has  recom- 
mended and  the  actions  Congress  would  have  to  take. 

Now  I  will  turn  the  discussion  over  to  Gary  Nelson,  who  will  go  into 
the  issues  of  pay  caps  and  retirement  modifications. 

PAY  CAP  IS  IMPORTANT 

Mr.  Nelson.  What  I  would  like  to  do  now  is  to  look  in  greater  detail 
at  a  couple  of  areas  where  the  President  is  proposing  changes.  CBO 
has  done  some  analysis  in  the  area  of  the  pay  cap  and  of  possible 
changes  in  military  retirement. 

The  pay  cap  is  important  because,  as  we  saw  earlier,  it  is  the  largest 
single  method  of  reducing  manpower  costs  below  the  current  policy 
projections. 

The  question  we  are  going  to  address  is  a  relatively  simple  one :  Can 
the  military  continue  to  recruit  successfully  under  the  pay  raise  cap 
proposed  by  the  President  or  under  other  pay  caps  the  Congress  might 
choose  to  impose.  As  you  recognize,  military  recruiting  is  not  the  only 
factor  to  assess  in  deciding  whether  to  impose  a  pay  cap,  but  surely  it 
is  an  important  one. 

EFFECTS  OF  PAY  CAP 

In  looking  at  the  effects  of  a  pay  cap  we  have  deliberately  chosen  to 
look  at  the  next  5  years  in  order  to  gauge  the  effects  of  future  economic 
developments  and  future  pay  raises  on  recruiting  in  both  the  short 
term  and  the  long  term.  Our  analysis  indicates  that  in  1977  Defense 
should  be  able  to  meet  recruiting  requirements  under  the  President's 
4.7-percent  pay  raise.  This  conclusion  is  based  on  the  results  of  statisti- 
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cal  studies  that  have  been  recently  completed.  These  studies  relate  the 
number  of  highly  qualified  enlistees  to  the  level  of  military  pay,  the 
level  of  wages  in  the  civilian  sector,  and  the  rate  of  unemployment. 

In  projecting  enlistments,  we  employed  three  sets  of  economic 
assumptions:  The  long-range  assumptions  the  President  published  in 
his  budget  as  well  as  two  economic  paths  used  by  the  CBO  in  its  report 
to  the  Congress. 

Under  all  three  assumptions  the  economy  is  not  expected  to  be  fully 
recovered  in  1977.  On  top  of  this,  military  recruiting  has  been  ex- 
tremelv  effective  in  recent  months.  We  estimate  that  recruiting  will  be 
adequate  under  the  President's  4.7-percent  pay  cap  and,  moreover,  that 
the  military  can  still  recruit  effectively  in  1977  with  no  pay  raise  at  all. 

LIMITED   PAY  RAISES   MAY  CAUSE  RECRUITIXG  SHORTFALLS 

By  1981  there  is  a  somewhat  different  picture.  Recruiting  shortfalls 
mav  occur  if  bay  raises  continue  to  be  limited  and  if  the  economv  con- 
tinues  to  improve.  Under  the  President's  projected  pay  increases  over 
the  next  5  years  we  estimate  that  the  military  may  just  reach  military 
recruiting  targets  or  perhaps  just  fall  short,  and  may  fall  short  by  a 
larger  amount  if  the  economy  improves  more  rapidly  than  expected. 

In  any  event,  it  will  undoubtedly  require  greater  recruiting  expense, 
probably  more  paid  advertising,  the  greater  use  of  enlistment  bonuses, 
and  these  are  all  items  that  have  been  cut  back  rather  severely  in  the 
last  couple  of  years. 

On  the  subject  of  a  continued  pay  cap,  the  President  has  indicated 
higher  pay  raises  for  the  }'ears  beyond  1977  in  his  long-range  plans, 
but  in  this  past  year  Congress  has  imposed  a  pay  cap  and  this  year  will 
be  considering  one.  If  a  pay  cap  is  continued  out  through  1981  at  about 
a  5-percent  rate,  we  estimate  there  will  likely  be  significant  shortfalls 
in  military  recruiting.  What  will  tend  to  happen  in  that  case  is  that 
the  military  will  either  have  to  lower  enlistment  standards  or  accept 
manpower  shortages. 

Clearly  given  the  economic  picture  for  1977  and  the  healthiness  of 
military  recruiting  today,  the  military  still  can  recruit  effectively 
given  a  pay  cap  for  1977. 

MILITARY  RETIREMEXT 

The  second  topic  we  are  going  to  talk  about  is  military  retirement. 
In  1976  Defense  is  spending  about  $7.4  billion  on  military  retirement. 
This  is  the  fastest  growing  part  of  the  defense  budget  since  it  was  only 
Si. 2  billion  in  1964.  Xext  Year  we  estimate  it  will  be  $8.6  billion  and 
will  grow  to  $12.8  billion  by  1981. 

The  size  and  rate  of  growth  of  military  retirement  have  attracted 
considerable  attention,  as  you  know,  and  this  vear  and  next  the  Con- 
gress  will  be  considering  a  number  of  specific  proposals  that  will  affect 
retirement  costs  in  the  budget  year  as  well  as  over  the  next  5  years 
and  in  the  long  run. 

Specifically  we  are  going  to  talk  about  the  1-percent  kicker  and  the 
issue  of  retirement  reform. 
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GROWTH    IN    RETIRED  PAY 


Increases  Due  To 


Total 
Outlays 
($  Millions) 

Population 
Growth 

Higher 
Pay 

ii*  i_ 

Higher 
Prices 

1976 

$7, 400 

1977 

8,  600 

350 

4U 

o  "3  n 
Oil) 

1978 

"n':''       9, 700  1 

620 

120 

1,  530 

1979 

10,600 

870 

230 

2,  070 

1980 

11,700 

370 

2,  840 

1981 

12,800 

1,350 

530 

3,  530 

Mr.  Nelson.  Now  in  this  slide  the  first  column  shows  the  projected 
annual  level  of  retirement  outlays  through  1981.  The  next  three  col- 
umns  are  designed  to  show  why  retirement  costs  are  growing. 

There  are  three  reasons.  One  is  that  the  number  of  retirees  are  grow- 
ing. The  second  is  that  people  retiring  every  year  are  retiring  at 
higher  pay  levels,  and  third  is  due  to  the  adjustments  in  retired  pay 
that  occur  as  prices  rise  in  the  domestic  economy. 

Now  as  we  can  see  from  this,  the  population  growth  is  indeed  sig- 
nificant out  through  1981,  but  most  of  the  increase  in  cost — about  65 
percent — is  due  to  higher  prices  that  are  projected  in  the  civilian 
sector.  I  would  also  think  if  we  took  a  retrospective  view  going  back 
to  1970  would  show  the  same  thing. 

1 -PERCENT  KICKER 

It  appeal's  that  any  attempt  to  control  or  to  cut  costs  over  the  next 
5  years  must  consider  the  mechanism  that  adjusts  the  pay  level  for 
those  already  on  the  retired  rolls. 

The  most  controversial  aspect  of  this  mechanism  is  the  1-percent 
kicker.  Under  Federal  law  since  1969  retirees  receive  a  4-percent  raise 
whenever  the  Consumer  Price  Index  goes  up  by  3  percent.  This  1-per- 
cent net  raise — or  kicker — was  presumably  to  compensate  retirees  for 
the  lag  in  adjusting  pay  levels,  but  it  has  the  effect  of  boosting  retired 
pay  above  the  level  of  the  Consumer  Price  Index. 

Under  the  1-percent  kicker  pay  raises  since  1969  have  totaled  13 
percent  more  than  the  increases  in  the  CPI.  The  kicker  is  particularly 
expensive  during  periods  of  rapid  price  rises  because  then  this  kicker 
comes  into  play  more  frequently.  In  recent  years  it  has  been  employed, 
on  average,  more  than  once  a  year. 

TWO  PROPOSALS  TO  ELIMINATE  KICKER 

There  are  basically  two  proposals  to  change  the  cost-of-living  ad- 
justment mechanism  to  eliminate  the  kicker.  The  President  has  pro- 
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posed  simply  getting  rid  of  the  kicker,  making  the  military  retirees 
like  social  security  recipients  and  other  pensioners,  who  receive  ad- 
justments some  months  after  price  rises  occur.  However,  the  Defense 
Manpower  Commission  has  a  proposal,  which  is  considerably  more 
complicated,  that  would  award  retirees  a  special  additional  lump-sum 
amount  at  the  time  they  receive  a  pay  raise.  This  will  make  up  for 
the  fact  that  prices  have  been  rising  for  some  time  prior  to  this  pay 
increase. 

At  the  present  rates  of  inflation  there  is  a  lag  of  about  8  months 
between  the  time  prices  rise  above  the  special  base  and  the  time  the 
increase  is  received. 

EFFECTS    OF    THE    ONE    PERCENT  KICKER 
1977  -  1981 


Growth  Due  to 
Higher  Prices 

Dire  ct 
Elimination 

DM  C 
Proposal 

1977 

$830 

+  $390 

1978 

1,530 

-  220 

rrofj      +  90 

1979 

2,070 

-  330 

-  50 

1980 

2,  840 

-  510 

+  130 

1981 

3,530 

-  670 

-  310 

EFFECTS  OF  KICKER  ELIMINATION 

Mr.  Xelsox.  This  slide  shows  the  savings  or  the  additional  costs 
over  the  next  5  years  under  the  direct  elimination  of  the  kicker — the 
Presidents  proposal — or  the  Defense  Manpower  Commission  pro- 
posal. Under  the  President's  proposal  the  first  year's  savings  are 
estimated  to  be  S90  million.  These  savings  compound  very  rapidly 
over  time  and  reach  nearly  $700  billion  by  1981. 

The  DMC  proposal  will,  in  fact,  reduce  costs  over  the  long  run,  but 
the  net  erfect  in  the  short  run  is  to  increase  costs,  particularly  in  1977 
where  we  forecast  there  will  be  two  retired  pay  adjustments. 

In  terms  of  short-run  costs  the  DMC  proposal  is  indeed  more  ex- 
pensive than  the  present  system  with  the  kicker. 

retirement  reform 

In  addition  to  proposals  that  affect  costs  over  the  next  few  years, 
the  Congress  will  also  be  considering  proposals  to  make  major  changes 
in  nondisability  and  military  retirement.  The  effects  on  costs  are 
likely  to  be  small  in  the  short  term,  but  retirement  reform  can  lead  to 
major  saving  in  the  decades  to  come.  We  are  discussing  it  today  be- 
cause retirement  reform  interacts  with  many  other  changes  in  person- 
nel and  manpower  management  in  the  military  and  because  retirement 
reform  is  also,  I  think,  important  in  assessing  proposals  such  as  con- 
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tributary  retirement,  a  subject  we  believe  to  be  of  some  interest  to 
the  Budget  Committees. 

IDEAS  UNDERLYING  RETIREMENT  REFORM 

The  major  ideas  underlying  retirement  reform  are  (1)  to  save 
money  on  retirement  costs,  and  (2)  to  provide  incentives  for  better 
management  of  the  military  forces.  Under  the  present  system  military 
personnel  retire  at  20  years  of  service  with  50  percent  of  base  pay  for 
life  or  80  years  of  service  with  75  percent  base  pay  for  life. 

The  20-year  career  is  particularly  expensive  because  most  retirees 
are  around  40  years  of  age  at  retirement.  But  not  only  is  retirement 
expensive,  it  can  also  be  counterproductive  in  terms  of  management. 
For  one  thing,  the  retirement  system  provides  little  incentive  for  initial 
reenlistment,  because  retirees  don't  receive  anv  benefits  unless  thev 
serve  20  years.  For  another,  it  encourages  individuals  to  leave  after 
20  years  of  service  rather  than  staying  in  a  longer  period  of  time. 

RETENTION  PATTERNS 

Mr.  Nelson.  The  next  chart  shows  figures  that  were  taken  from 
tables  prepared  by  the  DOD  actuary.  These  portray  the  retention  pat- 
terns for  personnel  entering  the  military  service.  In  the  first  column 
Ave  show  the  proportion  remaining  at  various  points  in  time  out  of  an 
original  group  of  1,000  people  that  enter.  Xow  note  that  of  those  1,000 
only  about  200  are  left  in  the  military  after  5  years.  After  this,  how- 
ever,  the  loss  rate  slows  down  very  much  and  from  5  to  20  years  only 
about  another  100  leave  military  service.  After  20  years  the  losses 
again  occur  very  rapidly. 


RETENTION 


PATTERNS    IN    THE  MILITARY 


Number  Percent  Reaching 

Remaining  Retirement 

Number  Entering               1000  11% 

After  5  Years                     211  51% 

After  10  Years                     137  78% 

After  15  Years                     115  93% 

After  20  Years                    107  100% 

After  25  Years                     21  ,  100% 

After  30  Years    .  \    _             7  ^\  100% 
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Mr.  Nelson.  According  to  these  figures,  only  7  out  of  an  initial 
1,000  people  who  enter  the  military  service  are  still  around  after  30 
years. 

Looking  at  these  figures  in  a  slightly  different  way,  the  second  col- 
umn shows  that  of  the  number  who  enter  military  service,  approxi- 
mately 11  percent  will  stay  to  reach  retirement.  However,  of  those  who 
are  there  in  the  5th  year,  over  one-half  of  these  individuals  will  be 
around  to  collect  retirement  benefits.  Very  few  individuals  leave  mili- 
tary service  between  10  and  20  years  and  a  major  factor  in  this,  of 
course,  is  the  fact  that  one  forfeits  all  retirement  benefits  by  leaving 
before  20  years  of  service. 

TWO  PROPOSALS  MADE  TO  REFORM  MILITARY  RETIREMENT 

A  major  force  behind  the  desire  for  benefit  reform  is  to  try  to  change 
these  retention  patterns  in  order  to  save  money  and  to  retain  the  kind 
of  force  the  military  needs.  Two  comprehensive  proposals  have  been 
made  in  the  past  few  years  to  reform  military  retirement,  the  Retire- 
ment Modernization  Act  proposed  by  the  administration  which  the 
House  Armed  Services  Committee  has  announced  it  will  take  up  this 
year,  and  an  earlier  proposal  made  by  a  Federal  Interagency  Commis- 
sion in  1971. 

Both  proposals  would  try  to  reduce  costs  and  improve  management 
by  making  several  changes  in  the  retention  pattern  of  personnel. 

One  of  those  changes  would  try  to  increase  the  number  of  people 
staying  in  at  initial  reenlistment  by  providing  benefits  to  individuals 
who  leave  military  service  after  about  10  years  of  service.  The  second 
is  to  try  to  save  money  on  these  very  costly  20-year  retirements  by  re- 
ducing benefits  to  individuals  who  retire  at  20  years;  and  the  third 
would  be  to  try  to  increase  the  number  of  people  who  stay  in  for  a 
career  to  stay  to  30  years  or  to  stay  a  longer  period  of  time  by  increas- 
ing the  net  rise  in  their  retirement  pay  for  staying  in  past  20  years  of 
service. 

Senator  Domenici.  Might  I  ask  a  question  on  that  ? 
Senator  Hollings.  Certainly. 

AVERAGE  AGE  OP  MEN  IN  THE  MILITARY  SERVICE 

Senator  Domenici.  Wouldn't  yonr  latter  thrust  encourage  us  to 
have  a  very  old  military  agewise,  and  is  that  a  good  policy  ?  Wouldn't 
the  average  age  of  those  serving  our  Nation's  military — wouldn't  it 
increase  drastically  and  have  many  more  old  men  in  the  service? 

Mr.  Nelson.  It  certainly  could  under  some  plans,  but  I  believe  from 
reading  the  studies  of  the  groups  that  have  proposed  these  plans 
that  this  will  not  happen.  Moreover,  at  present  the  median  age  of  a 
man  in  military  service  is  24  3^ears  of  age. 

Senator  Hollings.  Can  I  interrupt  there  since  I  am  an  expert  on 
this?  I  am  54  years  of  age.  My  classmate  just  retired  after  30  years 
in  the  military.  I  think  I  am  typical.  I  don't  think  54  is  an  old  army 
and  I  don't  think  you  think  so^  I  think  that  is  pretty  good.  These  are 
the  men  that  came  out  right  at  the  beginning  of  World  War  II  and 
graduated  in  1941,  1942,  1943,  and  got  into  the  regular  Army.  They 
stayed  with  it,  and  they  are  all  around  53  to  57  years  of  age. 
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Now  I  ask,  is  that  an  old  military?  You  say  the  median  age  now 
is  24. 

Senator  Domenict.  I  certainly  don't  think  if  you  are  looking  at  a 
substantial  percentage  leaving  in  the  first  5  years,  which  I  assume 
is  going  to  happen  and  any  of  these  plans  are  not  going  to  do  away 
with  that,  then  the  median  age  would  not  go  up  drastically  even  if 
you  were  promoting  more  retention  after  the  20  years. 

REASON  FOR  RETIREMENT  REFORM 

Mr.  Nelson.  That  is  the  expectation.  I  am  sorry  we  don't  have  a 
chart  that  shows  the  profile,  but  the  idea  behind  retirement  reform  is 
to  fill  in  the  length  of  service  profile  a  little  bit  between  5  and  10  years, 
and  then  perhaps  to  have  more  individuals  leave  at  this  point  and 
not  stay  to  20.  Then,  instead  of  having  everybody  leaving  at  20, 
a  certain  selected  number  of  individuals  would  stay  for  30  years  of 
service. 

Senator  Rollings.  Let  me  not  interrupt  the  rhythm  of  the  pres- 
entation, but  the  other  end  of  the  spectrum  is  what  I  am  thinking, 
too.  That  is  public  support  for  the  military.  We  are  constantly  hear- 
ing the  criticism  that  these  youngsters,  who  all  get  into  the  service 
at  18,  19,  and  20  years  of  age  and  go  to  college  and  law  school  don't 
actually  get  into  the  service  until  after  7  years  of  schooling.  They 
serve  for  15  years  and  they  come  into  the  community  and  retire  at 
39.  40,  and  41  years  of  age. 

Under  the  life  expectancy  they,  will  be  paid  more  by  their  Govern- 
ment in  retirement  than  working  for  the  Government,  plus  several 
years  of  education.  This  high  pay  going  out  is  what  I  am  hearing  in 
contrast.  That  is  what  we  are  trying  to  get  at. 

TWENTY- YEAR  RETIREMENT  TOO  SHORT? 

Do  you  have  any  part  of  your  presentation  or  study  that  shows  that 
concern?  Do  you  deal  with  it  in  any  way?  They  just  think  that  this 
20  years  is  too  short. 

Let  me  put  it  another  way.  The  military  said,  "Look,  they  come 
out  of  school  and  then  they  have  only  about  5  or  6  years  to  determine 
whether  they  are  dum-dum  or  good."  If  they  are  dum-dum,  they  al- 
ready have  12  or  13  years  and  the  average  fellow  says,  "Well,  let  him 
stay  on  7  more  years  because  he  will  retire  at  20."  But  if  he  had 
to  stay  until  30,  they  would  start  getting  rid  of  those  lesser  competent 
than  they  would  the  more  competent.  In  other  words,  it  promotes  a 
retention  of  the  incompetent. 

RETIREMENT  REFORM  AS  MANAGEMENT  TOOL 

Mr.  Nelson.  Part  of  the  DOD  planning  with  respect  to  the  enlisted 
force  is  that  after  a  man  is  allowed  to  reenlist  the  first  time,  at  4  years 
of  service  or  even  less,  he  is  allowed  to  reenlist  and  stay  in  the  mili- 
tary until  retirement.  One  reason  for  this  policy  is  that  a  man  is  cut 
off  entirely  without  retirement  benefits  if  he  leaves  before  20.  The 
services  feel  there  is  an  implied  obligation  to  allow  a  man  to  stay. 
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In  using  retirement  reform  as  a  management  tool,  the  military 
services  can  more  carefully  select  individuals  they  want  to  keep  at 
the  10-,  12-  or  15-year  points.  This  is  one  way  to  reduce  retirement 
costs  in  the  future. 


SOME  PENSIONS  CREATE  EMOTIONAL  PROBLEMS 

Senator  Domenict.  I  whole  heartedly  agree,  Fritz.  That  is  one  of 
the  biggest  emotional  problems  in  the' country,  to  have  the  38-  and 
40-year-old  on  a  good  pension  coming  in  and  getting  a  darned  good 
job  in  city  hall  and  starting  on  another  pension. 

I  know  a  few  people  that  are  working  on  their  third  one.  They  cot 
out  at  38  and  they  got  into  another  kind  that  they  could  vest  a  pension 
and  then  they  took  their  last  number  of  quarters  and  got  on  social 
security. 

Senator  Buckley.  That  is  not  just  limited  to  the  military,  I  misht 
add.  J' 


MILITARY  RETIREMENT  USED  TO  SUPPLEMENT  LOWER  INCOME 

Senator  Domenici.  I  agree.  Do  you  have  any  research  which  indi- 
cates just  a  profile  of  what  they  are  doing  in  "life,  the  ones  that  are 
retiring  early?  Do  we  know  anything  about  what  they  are  doing? 

Mr.  Nelson.  There  have  been  some  studies  clone  although  I  do  not 
have  the  details  at  my  fingertips.  There  was  a  survey  done  about 
10  or  12  years  ago  that  found  that  for  individuals  who  retire  from 
the  military  after  20  years  of  service,  a  lower  proportion  enter  the 
civilian  labor  force  than  other  people  of  that  age.  Also,  those  that 
work  tend  to  work  fewer  hours,  so  they  use  military  retirement  to 
supplement  their  lower  income  from  working  fewer"  hours. 

I  have  brought  here  the  details  on  the  two  retirement  reform  pro- 
posals, but  I  will  not  go  into  the  details  unless  there  is  a  particular 
interest.  They  are  very  complex  pieces  of  legislation. 


RMA  AND  I  AC  ARE  LONG-RUN  REFORMS 


In  terms  of  savings,  RMA  and  TAC  really  are  long-run  reforms. 
We  estimate  that  by  the  year  2000  the  Retirement  Modernization  Act 
will  be  saving  about  $800  million  per  year  in  retirement  costs  in 
today's  dollars.  We  estimate  this  to  be  about  6  percent  of  total  retire- 
ment costs.  The  earlier  Interagency  Committee  proposal  (TAC), 
which  is  a  more  far-reaching  reform,  would  save  about  $2.1  billion 
per  year  in  retirement  costs,  or  about  17  percent  of  the  total. 

Now  both  plans  involve  higher  costs  initially  on  the  order  of  $100 
million  per  year.  The  President  thus  has  put  $40  million  into  his 
budget  this  year  for  RMA.  The  additional  cost  is  because  of  very 
generous  transition  features — in  order  not  to  penalize  severely  indi- 
viduals with  many  years  of  active  duty — and  also  because  of  payments 
to  individuals  who  get  out  early — some  time  before  savings  are 
realized. 


COST  COMPARISONS 


Senator  Hollings.  What  is  the  cost  to  the  Government  by  the  year 
2000  without  any  change  from  the  present  law? 
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You  projected  the  next  5  years  going  up  to  $11  or  $12  billion. 

Mr.  Nelson.  Weaving  inflation  into  the  figures,  we  estimate  the 
present  system  will  cost  about  $23  billion  a  year  in  the  year  2000  for 
new  retirees  alone,  and  this  would  be  cut  down  to  about  $20  billion 
under  KMA  and  about  $16  billion  under  IAC.  At  issue  is  the  question 
of  what  a  dollar  will  be  worth  in  the  year  2000  versus  what  a  dollar 
is  worth  today. 

CONTRIBUTORY  RETIREMENT 

Another  reason  we  decided  to  mention  benefit  reform  today,  even 
though  it  is  a  very  long-range  program,  is  because  the  Budget  Com- 
mittee is  interested  in  contributory  retirement.  This  is  a  fundamental 
reform,  other  than  something  like  the  kicker,  and  it  would  save  money 
immediately  upon  implementation.  In  fact,  it  is  not  included  in 
either  of  the  other  reform  proposals  that  we  have  discussed. 

GAO  is  about  to  issue  a  report  on  the  contributory  retirement, 
so  we  have  not  done  any  kind  of  detailed  analysis  of  the  proposal, 
but  we  can  point  out  certain  effects  it  will  have  on  retention.  It  should 
reduce  the  number  of  people  going  to  retirement,  because  an  individual 
will  have  to  contribute  to  his  retirement,  so  it  will  make  retirement  a 
little  bit  less  attractive  that  way.  But  it  doesn't  really  do  anything 
to  encourage  a  man  to  stay  for  10  years  or  to  stay  past  20  years.  The 
benefit  formula  still  would  encourage  a  person  to  retire  at  20.  In 
effect,  contributory  retirement  is  only  partially  in  line  with  the  goals 
of  retirement  benefit  reform. 

COMBINE  CONTRIBUTORY  RETIREMENT  WITH  RMA  OR  IAC 

One  move  that  would  be  open  to  the  Congress  would  be  to  combine 
contributory  retirement  with  RMA  or  the  IAC  plan,  and  this  basically 
would  help  accomplish  the  goals  of  retirement  reform  and  at  the  same 
time  reduce  the  retirement  costs  over  the  next  few  years.  We  estimate 
a  7-percent  contributory  retirement  would  save  about  $1.2  billion 
the  first  year  and  in  combination  with  either  of  the  other  reforms 
would  still  save  in  excess  of  $1  billion  a  year  per  year  over  the  next 
5  years. 

EFFECTS   OF  CONTRIBUTORY  RETIREMENT 

Senator  Chiles.  What  is  the  7-percent  contributory  retirement 
going  to  do  toward  our  getting  enlistments  and  retention  and  that 
kind  of  thing? 

Mr.  Nelson.  That  is  a  difficult  question,  Senator.  It  depends  in  a 
lot  of  ways  on  exactly  what  is  meant  by  a  7-percent  contributory 
system.  If  the  individual  can  reclaim  his  contribution  when  he  leaves 
military  service  then  for  men  who  would  come  in  and  leave  after  4 
years  they  would  get,  under  some  of  the  proposals  I  have  seen,  their 
money  back  with  interest. 

So  in  a  sense  it  is  not  lowering  their  pay  level.  On  the  other  hand, 
it  is  not  that  high  a  rate  of  interest  and  individuals  may  look  more 
at  their  take-home  pay  than  at  payments  received  at  the  end  of  service. 

We  looked  at  what  putting  contributory  retirement  into  effect  in 
1977  would  do  to  recruitment  in  combination  with  the  pay  cap.  As- 
suming that  the  individual  just  looked  at  his  take-home  pay,  we  esti- 
mated the  military  can  still  recruit  effectively  in  1977  because  economic 
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conditions  would  still  be  favorable  for  that,  but  that  beyond  1977 
the  military  might  require  higher  pay  raises. 

COMPARABILITY 

Senator  Buckley.  When  you  spoke  earlier  about  comparability, 
was  that  comparability  with  all  the  fringes  and  so  forth  taken  into 
consideration  or  ]ust  the  basic  pay? 

Mr.  Nelson.  The  way  we  looked  at  it  was  not  really  in  terms  of 
a  dollar- for-dollar  comparison,  but  a  question  of  whether  the  military 
in  the  case  of  enlistees  was  competitive  with  the  outside  economy  in 
that  it  could  attract  voluntary  enlistments  at  the  pay  levels  and 
benefits  being  offered. 

Senator  Buckley.  And  the  contribution  factor  would  presumably 
be  taken  into  that  equation  or  the  lack  of  contribution  factor. 

Mr.  Nelson.  Yes.  In  summing  up  the  manpower  section  we  pre- 
pared a  slide  that  puts  together  some  options  for  the  Budget 
Committee  to  consider. 


MAM 

n  M  IN 

d  n  U  P  D 
r    U   W   t.  K 

n  d  t  t  n  m 

C 
-J 

FY  77 

FY  78 

FY  79 

FY  80 

FY  81 

B%  Pay  Cap  --  FY  77  &  78 

^Military  and  GS 

-2,200 

-3,700 

-4,100 

-4,400 

-4,700 

*Wage  Board 

-200 

-400 

-600 

-600 

-600 

Retirement  Modifications 

*7%  Compulsory  Contributory 
Military  Retirement 

-1 ,200 

-1  ,200 

-1 ,100 

-1 ,100 

-1 ,200 

*Eliminate  \%  Kicker 

-90 

-200 

-300 

-500 

-700 

Retired  Pay  Cap  in  FY  77  & 
78,  Eliminate  Kicker  Beyond 
FY  78 

-200 

-600 

-700 

-900 

-1  ,100 

Other  Compensation  Cuts 

-700 

-700 

-800 

-800 

-900 

MAXIMUM.  SAVINGS 

-4,400 

-6,500 

-7,200 

-7,800 

-8,300 

FIVE-PERCENT  PAY  CAP 

Mr.  Nelson.  This  chart  contains  the  5 -year  savings  from  the  cur- 
rent policy  budget  of  a  number  of  options,  mostly  in  the  compensation 
area  taken  either  from  the  work  CBO  has  done  or  from  proposals  in 
the  President's  budget.  The  first  option  is  a  5-percent  pay  cap  for 
general  schedule  and  military  personnel  in  fiscal  year  1977,  which 
is  approximately  what  the  President  has  recommended,  and  a  pay 
cap  in  1978  as  well.  But  we  have  included  higher  pay  raises  beyond 
1978  to  help  recruiting  in  the  out  years  as  we  indicated  earlier  might 
be  necessary. 
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Listed  separately  is  the  4.5  percent  cap  on  the  wage  board  employees 
from  the  President's  budget  that  would  require  a  change  in  the  law. 

RETIREMENT  OPTIONS 

A  second  set  of  options  includes  all  the  retirement  options.  We  have 
listed  our  estimate  of  savings  from  a  7-percent  contributory  system. 
If  retirement  reform  were  enacted  in  combination  with  a  contributory 
system,  savings  would  be  reduced  slightly. 

The  next  item  under  retirement  is  the  1-percent  kicker,  yielding 
savings  of  from  90  to  $700  million  a  year.  An  option  even  below  that  is 
to  place  a  cap  on  retired  pay  raises  of  5  percent — equal  to  the  cap  on 
active  duty  pay  raises.  In  a  number  of  years  in  the  past  retired  per- 
sonnel have  received  higher  raises  than  personnel  on  active  duty. 

This  would  save  an  additional  $100  to  $400  million  over  and  above 
the  kicker. 

OTHER  COMPENSATION  CUTS 

Finally,  the  President  has  specified  other  compensation  cuts  in  re- 
serve pay,  in  bonuses,  in  reducing  the  grade  mix,  and  in  family  hous- 
ing that  would  save  from  $700  to  $900  million  over  the  next  5  years. 
As  the  bottom  line  shows,  we  are  talking  about  maximum  savings  from 
enacting  all  of  these  cuts  of  $4.4  billion  to  $8.3  billion  by  1981.  These 
are  savings  from  the  current  policy  budget,  not  from  the  President's 
budget. 

The  totals  do  not  represent  the  sum  of  the  columns  because  there 
are  interactions  and  overlaps  among  the  different  options.  We  have 
been  very  careful  to  try  to  take  account  of  these. 

In  addition  these  are  really  just  compensation  cuts.  Cuts  in  person- 
nel strength  and  manpower  from  present  figures  would  add  to  total 
savings. 

MANPOWER  COSTS  CAN  BE  CUT 

I  would  conclude  by  saying  what  is  obvious,  really.  There  are  ways 
to  cut  manpower  costs — perhaps  not  easy  ways — and  selecting  some 
of  the  options  presented  here  could  possibly  change  the  trend  in  which 
defense  manpower  cuts  for  many  years  have  been  a  rising  percentage 
of  the  defense  budget. 

Mr.  Koehler.  We  would  like  to  2'o  on  with  Mr.  Pirie  who  can  take 
you  quickly  through  some  of  the  overall  issues  raised  by  the  Presi- 
dent's defense  budget  submission  emphasizing  the  specific  problems 
for  the  congressional  budget  process  that  this  particular  budget  pro- 
posal raises.  Then  he  will  briefly  describe  the  options  and  alternatives 
that  are  offered  in  the  CBO  annual  report. 

Mr.  Pirie.  I  would  like  to  focus  on  just  a  few  of  the  very  important 
numbers  in  the  President's  budget  first.  Incidentally,  I  will  give  you  a 
little  relief  from  the  blizzard  of  numbers  to  which  my  colleagues  have 
just  subjected  you. 

president's  national  defense  request 

Slide  1  shows  the  President's  national  defense  request  for  fiscal  1977 
in  budget  authority.  That  is  the  $114.9  billion  number.  That  is  the 
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number  that  you  will  be  addressing  in  setting  the  first  concurrent  res- 
olution target  for  function  050. 

Senator  Hollixgs.  I  think  everybody  ought  to  catch  the  difference 
between  the  $112  billion  and  the  $114  billion.  Everybody  generally  ac- 
cepts the  $112  billion  figure  but  does  this  include  ERDA  I 

Mr.  Pirie.  This  includes  ERDA. 

Senator  Hollixgs.  Which  is  under  that  050  category  ? 

Mr.  Pirie.  Yes.  Last  year  the  first  concurrent  resolution  target  for 
that  number  was  $100.7  billion  and  the  second  concurrent  resolution 
went  out  at  $101  billion. 

CURRENT  POLICY  BUDGET 

Let  me  explain  the  current  policy  budget.  It  is  an  accounting  de- 
vice to  give  us  the  baseline.  It  projects  the  current  law  in  pay  and  com- 
pensation; elsewhere  it  takes  the  fiscal  1976  base  and  adjusts  for  infla- 
tion but  maintains  essentially  constant  real  spending  level — real  pur- 
chasing power.  It  is  essentiall}T  a  status  quo  baseline  and  has  virtually 
no  real  growth  in  it. 

NATIONAL  DEFENSE 
(FUNCTION  050) 
BUDGET  AUTHORITY  ($B)  ; 

FY  1977 

PRESIDENT'S   BUDGET  114.9 

CURRENT  POLICY  BUDGET  111.  0 

APPARENT  REAL  GROWTH  3.9 

Mr,  Pirie.  The  apparent  real  growth,  therefore,  from  1976  to  1977 
in  the  President's  budget  is  shown  there  at  $3.9  billion.  I  say  apparent 
real  growth.  We  said  that  the  current  policy  budget  projects  pay 
raises  in  accordance  with  current  law.  Now  the  President's  budget 
has  a  pay  cap  but  there  is  no  pay  cap  in  this  current  policy  budget. 

To  get  a  feeling  for  what  the  real  growth  in  the  President's  budget 
is  and  where  it  is.  we  have  adjusted  the  current  policy  budget  to  re- 
flect the  pay  cap.  The  next  slide  shows  this. 
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NATIONAL  DEFENSE 
(FUNCTION  050) 
BUDGET  AUTHORITY  ($B) 


**   FY  1977 

PRESIDENT'S  BUDGET  114.9 
ADJUSTED  CURRENT  POLICY  BUDGET  107.6 


REAL  GROWTH  7.  3 

Mr.  Pirie.  That  is  what  the  $107.6  billion  figure  is.  It  shows  that 
the  real  growth  for  fiscal  1976  to  1977  in  the  President's  budget  is 
$7.3  billion,  which  by  happy  coincidence  is  exactly  the  figure  that  the 
President  states  in  his  budget  submission  to  be  the  real  growth  in 
this  function. 

How  is  this  real  growth  in  budget  authority  composed  ?  Slide  three 
shows  a  breakdown. 


SOURCE  OF  REAL  GROWTH 
BUDGET  AUTHORITY 
($B) 

MILITARY  PERSONNEL  -0.  8 


PROCUREMENT  +6.4 

OPERATIONS  AND  MAINTENANCE  +1.3 

RESEARCH  AND  DEVELOPMENT  +0.8 
OTHER  (MILCON,  STOCK  FUNDS, 

MAP,   RETIRED  PAY)  -0.  4 

TOTAL  REAL  GROWTH  .     *_   +7. 3 
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Mr.  Pirie.  There  is  an  actual  real  shrinkage  in  pay  for  military 
personnel.  There  is  substantial  real  growth  in  procurement  and  op- 
erations and  maintenance,  research  and  development.  The  big  increase 
is  in  procurement.  It  is  important  to  note  that  procurement  account 
tends  to  spend  out  more  slowly  than  anything  else  there,  only  about 
15  percent  of  budget  authority  for  procurement  is  spent  in  the  first 
year. 

Moving  to  outlays,  this  slide  presents  the  same  discussion  we  just 
had  about  budget  authority  in  terms  of  outlays,  and  as  you  can  see  here 
against  the  current  policy  budget  the  President's  budget  represents 
an  apparent  real  decline  of  $2.3  billion.  However,  adjusting  the  cur- 
rent policy  budget  for  the  pay  caps  shows  that  we  have  a  real  growth 
in  the  President's  budget  of  just  about  $1  billion  in  fiscal  1977  over 
fiscal  1976. 

NATIONAL  DEFENSE 
050 

OUTLAYS  ($B) 


FY  1977 

PRESIDENT'S  BUDGET  101.1 
CURRENT  POLICY  BUDGET  103.4 

APPARENT  REAL  DECLINE  2.  3 

FY  19  77 

PRES  1  DENT'S  BUDGET  -  101.  1 

ADJUSTED  CURRENT  POLICY  BUDGET  100.  1 

REAL  GROWTH  1.0 

Mr.  Pirie.  Slide  5  shows  the  breakdown  of  this  real  growth  in  out- 
lays. Once  again,  procurement  is  the  big  winner. 
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SOURCE  OF  REAL  GROWTH 


OUTLAYS 


($B) 


MILITARY  PERSONNEL 


PROCUREMENT 


-0.9 
+  2.  5 


OPERATIONS  AND  MAINTENANCE 


RESEARCH  AND  DEVELOPMENT 


+  0.  5 
+  0.  7 


OTHER  (MILCON,  STOCK  FUNDS, 

MAP,  RETIRED  PAY) 

TOTAL  REAL  GROWTH 


-I.  8 
+  1.0 


Mr.  Pirie.  The  "other"  category  here,  since  it  is  so  big,  I  had  better 
say  what  is  in  it.  Military  sales  is  about  minus  $1  billion,  stock-fund 
sales  is  about  minus  $800  million,  and  military  construction  is  down 
$400  million,  retire  pay  is  up  $400  million  so  they  essentially  cancel 
out. 

Next  I  have  some  5-year  projections  comparing  the  President's 
budget  to  the  unadjusted  current  policy  budget. 

FIVE  YEAR  PROJECTIONS 


PRESIDENT'S  BUDGET 
CURRENT  POLICY  BUDGET 


PRESIDENT'S  BUDGET 
CURRENT  POLICY  BUDGET 


BUDGET  AUTHORITY  ($B) 


FY  i 9  7  7      FY  1978      FY  1979     FY  1980 


114.  9 
111.0 


FY  1977 
101.  1 
103.  4 


122.  4 
118.  3 


131.  9 
125.  3 


141.  6 
132.  3 


OUTLAYS  ($B) 
FY  1978      FY  1979     FY  1980 


112.  9 
114.  5 


121.  5 
118.  0 


132.  4 
127.  2 


FY  1981 

151.  5 
139.  5 


FY  1981 

142.  8 
135.  6 
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Mr.  Pirte.  As  you  can  see,  the  President  is  higher  in  budget  author- 
ity throughout  the  period.  He  starts  below  the  current  policy  budget 
in  outlays  in  fiscal  1977  and  1978  and  then  crosses  over  and  winds 
up  substantially  above.  The  President's  growth  in  outlays  is  10.3  per- 
cent per  year  dining  this  period  whereas  the  current  policy  budget 
growth  is  7.8  percent  a  year. 

Slide  7  introduces  a  point  that  Mr.  Hale  has  already  discussed  some- 
what and  that  is  that  the  President's  budget  this  year  is  going  to  be 
very  difficult  to  deal  with  in  the  budget  process  primarily  because  of 
the  large  number  of  policy  changes  and  the  actual  legislation  it 
presumes. 

REQUIRED  LEGISLATION 
($  MILLION) 

STOCKPILE  SALES 
WAGE  BOARD  PAY  INCREASES 
RETI RED  PAY  i%  KICKER 
CO  MM i  S  SARY  SURCHARGE 


746 

228 
112 

128 
1214 


CONGRESSIONAL  COOPERATION" 


DON'T  REJECT  PAY  CAPS  503  -  2133 

GO  ALONG  WITH  MILCON  AND 

FAMILY  HOUSING  REDUCTIONS  937 

Tm^  m ;        M^yvt^T    JZi  t -  i  44At  2 1 

Mr.  Pirie.  Now  these  numbers  in  millions  of  dollars  are  savings  that 
the  President  presumes  will  be  made  because  either  Congress  changes 
the  law  or  because  it  goes  along  with  some  Presidential  proposals  hav- 
ing to  do  with  pay  caps  and  reductions  of  military  construction  and 
family  housing.  Stockpile  sales  require  a  change  in  the  law  and  if 
those  sales  are  not  made  there  is  $74(>  million  that  will  essentially  have 
to  be  added  to  the  budget. 

It  is  the  same  with  the  wage  board  pay  increases,  the  retired  kicker 
which  Mr.  I  Tale  has  already  addressed,  and  the  commissary  surcharge. 
At  the  bottom  is  the  matter  of  the  pay  caps.  The  smaller  number  refers 
to  the  6.3  percent  comparability  pay  raise  and  the  large  number  refers 
to  the  about  11.5  percent  pay  raise. 
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As  you  can  see,  this  committee  is  going  to  Have  make  a  lot  of  assump- 
tions about  what  Congress  is  going  to  do  about  these  numbers  in  order 
to  arrive  at  that  target.  As  history  reflects,  the  assumptions  are  a  fertile 
source  of  trouble  and  misunderstanding. 

That  concludes  this  part  of  the  presentation.  I  can  go  on  and  talk 
about  options  in  the  annual  report. 

Senator  Rollings.  Go  right  ahead  and  talk  about  that. 

STOCKPILE  SALES 

Senator  Domexici.  Could  we  ask  on  that  stockpile,  what  has  to  be 
changed  about  the  law  on  the  stockpile  sales  ? 

Mr.  Pirie.  I  am  really  not  an  expert  on  that  subject,  but  there  is  an 
authorization  required.  The  President  already  has  authorization  to  sell 
about  $124  million  worth  of  the  stock  that  has  been  stockpiled  and  he 
is  asking  for  this  much  further  authority. 

Senator  Domexici.  Do  you  know  how  much  we  have  now  in 
stockpile  ? 

large  stocks  of  some  commodities 

Mr.  Koehler.  We  have  very  large  quantities  on  stock  of  some  com- 
modities. For  example  our  tin  stockpile,  the  last  time  I  looked  at  the 
data,  was  equal  to  3  years  of  U.S.  consumption  and  1  year  of  world 
consumption.  We  have  a  very  large  copper  stockpile,  we  have  stock- 
piles of  a  number  of  other  different  commodities.  One  reason  it  is  so 
tangled,  is  because  a  number  of  interests  are  involved  in  decisions  to 
depress  the  market  prices  for  these  commodities  as  we  sell  from  the 
stockpiles. 

So  it  is  a  particularly  tangled  and  complicated  issue,  but  we  do 
have  very  large  stocks  of  a  number  of  these  commodities. 

Senator  Hollixgs.  Let's  have  Andrew  Hamilton  of  our  own  staff 
answer  that  question. 

STOCKPILE  SITTJATI0X 

Mr.  Hamilton.  Senator,  the  studies  that  have  been  done  on  the 
stockpile  situation  over  the  last  4  or  5  years  have  identified  some  $6 
billion  plus,  that  was  in  1974  prices,  I  believe,  of  materials  in  the  stock- 
piles. The  Nixon  administration  determined  that  all  but  about  slightly 
more  than  a  billion  dollars  worth  of  that  was  excess  to  requirements. 

The  stockpiles  were  generated  in  the  1950's  and  based  on  long  war 
planning  assumptions.  The  legislation  to  grant  the  President  authority 
to  reduce  the  objectives  for  the  stockpiles  was  submitted  2  years  ago 
and  the  Senate  House  Armed  Services  Committee  has  jurisdiction  and 
they  did  not  act  on  it. 

Subsequently  during  the  past  year  the  White  House  and  the  agencies 
involved  in  managing  the  stockpile  have  developed  a  new  set  of  stock- 
pile criteria  and  it  is  my  understanding  that  the  President  intends  to 
submit  those  this  year.  The  stockpile  situation  is  not  in  excess  in  every 
stockpile.  There  are  some  that  may  be  short  and  others  not. 

The  new  objectives  will  identify  the  items  in  excess  and  the  Presi- 
dent will  request  legislation  to  dispose  of  these  items  over  time.  This 
$750  million  in  receipts  listed  in  the  budget  as  contingent  on  new 
disposal  authority  would  be  the  first -year  slice  of  that.  It  is  not  an 
easy  subject.  There  are  a  number  of  pros  and  cons  on  the  question,  not 
only  should  you  dispose  of  the  stockpile  materials  but  how  should  you 
dispose  of  them. 
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Senator  Domenicl  I  am  aware  of  that,  especially  in  the  copper.  But 
as  far  as  why  we  keep  this  in  the  military  budget,  is  it  just  because  you 
bought  it  with  defense  money? 

Mr.  Hamilton.  At  one  point  we  spent  national  defense  moneys  to 
acquire  these  materials.  They  have  since  appreciated  in  value  and  the 
way  this  budget  was  set  up  in  effect  the  President  wants  to  finance  a 
portion  of  the  national  defense  budget  through  these  sales. 

Chairman  Muskie.  Like  oil  leases  where  you  spend  money  you  have 
not  grot, 

Mr.  Pirte.  Having  provided  a  temporary  respite  from  a  blizzard  of 
numbers,  I  am  afraid  there  is  now  one  coming  up. 

CBO  ANNUAL  REPORT  OPTIONS 

In  this  section,  I  would  like  to  present  the  broad  structure  of  the 
options  which  the  CBO  annual  report  addresses,  without  taking  up 
the  rationale  for  the  options  or  the  criteria  for  choosing  either  the  par- 
ticular options  or  between  them.  Those  things  are  all  covered  in  the 
annual  report. 

I  just  want  to  make  use  of  the  time  available  to  give  you  a  notion 
of  what  options  are  considered  and  their  budgetary  impacts. 

NAVY  SHIPBUILDING  PROGRAMS 

In  talking  about  the  Navy,  the  annual  report  talks  in  terms  of  a  big- 
ger Navy,  a  smaller  one,  and  one  about  the  same  size  as  today's  Navy. 
It  shows  600,  400,  and  500  ships  for  that  purpose.  Because  of  the  very 
long  leadtimes,  expansion  to  600  ships  cannot  be  achieved  in  any  rea- 
sonable program  until  near  the  end  of  the  1980's.  Similarly,  unless 
one  wishes  to  retire  ships  early  or  to  stop  building  ships  altogether, 
the  Navy  would  shrink  to  400  ships  only  in  a  similar  period  of  time, 
by  the  end  of  the  1980's.  Five  hundred  ships  is  about  what  we  have  got 
today. 

As  a  prolog,  slide  1  shows  some  recent  history. 

NAVY  SHIPBUILDING  PROGRAMS  FY  1968  -  1976 

Average 

FY  68    FY  69    FY  70    FY  71    FY  72    FY  73    FY  74    FY  75    FY  76    FY  68-76 
Ships  Procured        7         5      10        15       15        8       14       22        15  12.3 

Cost  (FY  76$)        2.0       1.7     3.9       3.5      4.5      4.1      4.6      3.4       3.9  3.5 

NINETY-SHIP  BACKLOG 

Mr.  Pirie.  The  12.3  ship-per-year  average  building  rate  shown  here 
is  not  enough  to  sustain  even  a  400-ship  Navy  in  the  long  run.  This 
slide  is  not  the  whole  story.  There  is  a  present  backlog  of  about  90 
ships  that  are  funded  and  not  yet  delivered.  About  the  same  number 
of  ships  in  the  fleet  will  become  overage  in  the  next  5  years.  So  we 
ought  to  stay  about  where  we  are  over  that  period  of  time. 
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The  problem  is  in  the  longer  run.  What  does  it  take  just  in  ship- 
building budgets,  just  in  shipbuilding  budgets  alone  to  sustain  Navies 
of  the  different  sizes  ?  Incidentally,  before  I  leave  this  slide,  part  of 
the  explanation  for  the  small  number  of  ships  and  the  larger  number 
of  dollars  is  this  includes  the  Poseidon  conversion  program  at  about 
$500  million  a  year.  That  is  not  taken  out. 

Chairman  Muskie.  Incidentally,  at  some  point  I  would  like  to  get 
into  the  foreign  policy  rationale  behind  any  one  of  those  numbers, 
400,  500,  600.  It  is  more  than  a  numbers  exercise,  I  assume.  It  is  based 
upon  somebody's  notion. 

UNITED  STATES'  VERSUS  RUSSIANS  IN  SHIPS 

Senator  Chiles.  Is  there  any  relationship  at  all  with  the  report  we 
now  see  that  has  just  come  out  that  was  done  by  the  Congressional 
Research  Service  or  the  Library  of  Congress  in  regard  to  U.S.  versus 
the  Russians  in  ships? 

Chairman  Muskie.  Are  you  prepared  to  go  into  that  at  this  point  ? 

Mr.  Pirie.  It  is  an  extremely  complicated  problem  and  I  think,  one, 
you  have  a  great  deal  of  testimony  on  the  record  from  the  Navy,  for 
example,  that  600  ships  is  about  the  minimum  which  would  permit  us 
to  hold  the  eastern  Mediterranean  if  that  is  deemed  to  be  an  objective. 
If  it  is  deemed  to  be  an  objective  to  sustain  lines  of  communications 
across  the  Atlantic  in  a  long  European  war,  things  of  that  kind,  that 
would  indicate  choice  of  a  larger  Navy. 

Choices  between  400  to  500  and  600  point,  I  think,  more  to  the  degree 
of  risk  to  be  taken  than  to  any  specific  change  in  overall  U.S.  foreign 
policy. 

Chairman  Muskie.  Could  I  ask  you  this,  you  were  asked  to  consider 
numbers  relative  to  the  Soviet  numbers.  Has  anybody  made  an  anal- 
ysis from  the  Soviet  security?  What  is  their  rationale  for  whatever 
numbers  they  have,  whatever  numbers  they  are  shooting  for  ?  How  do 
their  numbers  impact  upon  our  perception  of  what  numbers  we  need  ? 
We  need  that  kind  of  discussion  and  analysis  it  seems  to  me. 

Should  we  try  to  program  a  separate  discussion  to  get  into  those 
questions  ? 

Dr.  Rivlin.  I  think  we  probably  should.  That  would  be  a  useful  dis- 
cussion. But  I  think  we  are  not  really  prepared  to  do  that  this  morn- 
ing. We  were  planning  just  to  run  through  what  the  dollar  magnitude 
of  the  various  options  are.  But  I  think  another  session  on  that  would 
be  good. 

Senator  Hollings.  You  gear  up  this  team,  please,  Alice,  and  tell  us 
when  you  are  ready.  It  would  be  useful  as  we  really  are  assimilating 
for  the  first  time  all  these  manpower  costs  plus  the  actual  policy  be- 
hind the  number  of  ships  needed  and  where  we  are  heading. 

Please  go  ahead  and  explain  it  to  our  panel. 

SHIPBUILDING  BUDGETS 

Mr.  Pirie.  I  would  like  to  talk  about  shipbuilding  budgets  to  achieve 
navies  of  the  400-,  500-,  and  600-ship  size. 
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SHIPBUILDING  PROGRAMS 
(Average  Cost,  FY  77-81) 


(FY  76  $  Billion) 

Major  Escorts 
Partial  ly  Nuclear 


Major  Escorts 
All  Nuclear 


TARGET  NAVY  SIZE 


400  Ship 


2.2" 


3  .  2 


500  Ship 


4.  4 


5.  8 


600  Ship 


7.  6 


8.  6. 


Mr  Pirie.  The  next  slide  shows  the  average  costs  

Chairman  Muskie.  Are  these  three  numbers  you  have  picked  ? 

Mr.  Pirie.  The  400,  500,  600  ships  ?  Yes.  Six'hundred  is  the  Navy's 
preferred  number,  500  is  what  we  have  now  and  about  400  is  where  we 
are  headed  at  the  end  of  the  1980?s  at  current  building  rates. 

Senator  Hollings.  Has  the  Navy  come  off  of  that  600-ship  figure 
down  to  550  ? 

Mr.  Pirie.  My  information  is  that  the  Secretary  of  Defense  has  in- 
vited the  Navy  to  present  the  rationale  for  the  larger  Navy  shortly. 
Senator  Hoelings.  For  the  550  or  the  600  ? 
Mr.  Pirie.  For  a  larger  Navy. 

Chairman  Muskie.  So  we  do  not  have  that  rationale  yet? 
Mr.  Pirie.  We  do  not  have  that  yet. 


These  are  the  average  annual  costs  in  the  next  5  years  in  constant 
fiscal  1976  dollars,  billions  of  dollars,  that  it  would  take  to  achieve 
navies  of  those  target  sizes.  This  slide  also  introduces  a  new  policy 
variable :  whether  all  or  only  part  of  the  major  escort  vessels  in  these 
programs  should  be  nuclear  powered.  As  you  know  title  VIII  to  the 
Defense  Appropriations  Authorization  Act  of  1975  declared  in  favor 
of  nuclear  power  for  all  major  combatant  vessels,  prohibiting  even  a 
Presidential  request  for  conventional  power  for  such  vessels  unless  ac- 
companied by  a  finding  that  in  a  particular  case  it  was  not  in  the  na- 
tional interest  to  have  the  vessel  nuclear  powered. 

Chairman  Muskie.  By  major  escort,  what  is  that  ? 

Mr.  Pirie.  The  cruisers  and  frigates  and  air  defense  ships  that 
accompany  carrier  task  forces. 

There  does  not  seem  to  be  much  question  that  among  major  com- 
batant vessels  the  submarines  and  aircraft  carriers  will  be  nuclear. 
The  question  revolves  around  the  case  of  these  major  escort  ships  we 
are  talking  about.  The  Navy  appears  to  want  a  program  which  has  a 
one-third,  two-thirds  mix  of  nuclear,  nonnuclear  major  escort  ships: 
one-third  nuclear,  two-thirds  nonnuclear.  That  is  the  partial  nuclear 
mix  that  is  in  the  left-hand  column  there. 


NUCLEAR-POWERED  VESSELS 
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The  mix  in  the  right-hand  column  makes  all  of  those  escort  ships 
nuclear. 

Chairman  Muskie.  Is  that  one-third  related  to  any  particular  type 
or  are  they  talking  about  nuclear  horses  and  nonnuclear  rabbits  \ 

Mr.  Pirie.  They  are  major  escort  ships  having  Aegis  air  defense 
systems. 

Note  that  these  figures  are  in  constant  dollars. 

FIVE-YEAR  SHIPBUILDING  BUDGETS  TENDER  TITLE  VIII 

The  next  slide  shows  representative  shipbuilding  budgets  for  fiscal 
1977  to  1981  presented  in  current  dollar  figures. 

SHIPBUILDING    BUDGETS.  FY  1977-8! 
($  Million,  Current  Year  BA) 


FY  77 


FY  78 


FY  79 


r  v 


°  n 


Y  Si 


400  Ships 
(Title  V!  I 


2215 
(1354) 


2542 
(4256) 


2408 
(44S5) 


2600 
(4396) 


2858 
(4375) 


500  Ships  4554       "4885  4985        5276  5629 

(Title  VII!)  (3740)      (7114)        (7279)       (7549)  (8i29) 

600    ShipS  66?2  8  5  7  7  8930  9568  10,077 

(Title  VIII)  (5656)      (10,409)   (10,  700)    (11,356)    (11,  869) 

SHIPBUILDING  BUDGET 
(President's  FY  77  Budget  and  DoD  Projections) 
(S  Million  Current  Year  Budget  Authority) 


FY  77  FY  78  FY  79  FY  80  FY_8l 

President's  Proposal  6290* 


DoD  Program 


5736  6471  7414  9427 


-T 


Contains  $1623  million  to  fund  cost  growth  in  prior  year  programs. 


Chairman  Muskie.  What  are  those  dollars  again  ? 

Mr.  Koehler.  Current  year  dollars  of  budget  authority. 

Dr.  Riwlix.  I  think  what  that  really  says  is  on  any  size  nayy  there 
is  a  lot  of  money  riding  on  whether  title  VIII  is  fully  implemented  or 
not.  It  is  as  simple  as  that. 

Senator  Chiles.  "When  did  we  pass  title  VIII '? 

Mr.  Pirie.  1975. 

Mr.  Koehler.  The  Appropriations  Act  of  1975. 
Chairman  Muskie.  So  that  is  partially  nuclear  I 
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SHIPBUILDING  UNDER  TITLE  VIII  ALL  NUCLEAR 

Mr.  Pirie.  No,  sir,  title  VIII  is  all  nuclear.  It  requires  that  all  of 
these  major  escort  ships  

Chairman  Muskie.  How  would  those  numbers  change  if  you  had  the 
partial  nuclear  ? 

Mr.  Koehler.  The  partial  nuclear  numbers  are  the  top  line  in  each 
of  the  rows,  and  the  full  nuclear  the  bottom,  the  ones  in  parenthesis. 

Senator  Hollings.  What  am  I  reading  there  on  the  first  one? 

Mr.  Pirie.  For  a  400-ship  Navy  in  fiscal  1977  the  budget  would  be 
$2.2  billion,  and  if  you  went  title  VIII,  that  is  if  all  the  new  ships  to 
be  bought  in  this  major  esort  category  were  nuclear  ships  the  bill 
would  be  $1.3  billion.  That  is  smaller  and  the  reason  it  is  smaller  is  that 
you  cannot  procure  the  nuclear  ships  as  fast  because  you  need  to  pro- 
duce the  long  leadtime  items  first. 

Senator  PIollings.  Then  you  get  to  1981  for  the  same  figure  and 
it  is  $2.8  billion  but  all  nuclear  would  be  $4.3  billion  ? 

Mr.  Pirie.  Yes,  sir. 

Senator  Hollings.  I  have  that. 

Chairman  Muskie.  For  the  600  ships  there  is  a  gap  in  the  partial 
that  seems  much  smaller.  Why  ? 

Mr.  Pirie.  Essentially  because  what  you  are  building  for  the  400 
ships  is  just  the  nuclear  ships. 

Chairman  Muskie.  So  if  the  gap  is  even  less  than  the  gap  for  400 
ships  

Senator  Hollings.  The  gap  for  the  400  ships  is  a  couple  of  billion 
dollars — $2.5  billion — but  it  is  only  a  billion  less — less  than  a  billion 
on  the  600. 

Mr.  Pirie.  Primarily  because  of  the  fact  you  cannot  start  building 
them  so  fast. 

six  hundred-ship  navy 

Mr.  Koehler.  If  you  are  building  to  a  600-ship  Navy  you  are  build- 
ing a  lot  of  nonnuclear  types  as  well  as  nuclear  types  early  in  the  pro- 
gram so  the  nuclear  bill  does  not  come  in  as  early  in  the  program  as 
for  the  400-ship  program. 

Chairman  Muskie.  The  bill  should  have  come  in  by  at  least  1981. 
Should  the  gap  be  that  much  ?  I  am  puzzled  by  that. 

Mr.  Koehler.  Underlying  these  slides  is  a  set  of  force  tables  and  the 
building  program  that  fills  out  the  tables.  That  is  just  an  artifact  of 
the  way  the  tables  are  constructed.  The  balance  of  ships  in  the  600-ship 
Navy  also  reflects  the  Navy's  preferences  which  make  that  size  fleet 
relatively  heavier  in  aircraft  carriers. 

Chairman  Muskie.  Underlying  these  figures  is  your  early  basic  as- 
sumption that  you  would  not  get  down  to  400  until  the  late  1980's  and 
you  would  not  get  up  to  600  in  the  late  1980's  but  you  maintain  the 
500  constantly  through  this  whole  period  ? 

Mr.  Koehler.  That  is  right,  since  you  do  not  get  any  deliveries  for 
this  period. 

Senator  Hollings.  Do  you  have  a  chart  comparing  these  projections 
with  the  President's  plans  and  budgets?  I  get  the  400,  I  get  the  500, 
I  get  the  600,  but  can  you  give  me  the  present,  which  is  500,  compared 
to  the  President's  proposal  in  his  present  budget  ? 
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Mr.  Pirie.  I  do  not  have  that  with  me,  but  I  can  supply  it. 
Senator  Hollings.  Will  you  put  that  in  the  record  immediately  be- 
low this  chart  so  we  can  fix  it  in  our  minds  ? 
Mr.  Pirie.  Surely.1 

In  the  ground  force  options  we  chose  to  look  at  the  Army's  expan- 
sion from  13  divisons  to  16  divisions. 

Senator  Domenici.  Before  we  go  to  that  could  I  ask,  do  I  under- 
stand we  are  going  to  try  to  have  another  briefing  on  the  400,  500,  600  ? 

Chairman  Muskie.  In  terms  of  foreign  policy,  including,  of  course, 
an  analysis  of  the  Soviet  assumptions,  and  what  we  know  of  their 
projections. 

Senator  Chiles.  Could  you  relate  to  this  congressional  study  that 
just  came  out  that  says  we  are  currently  behind  ? 

POLICY  QUESTIONS  COMPLICATED 

Senator  Hollings.  Yes.  The  Budget  Committee  has  former  Secre- 
tary Schlesinger  and  Secretary  Rumsfeld  scheduled  March  9.  I  was 
trying  to  get  some  of  this  for  background.  They  would  more  or  less 
touch  on  polic}7  but  I  think  it  is  going  to  be  very  helpful  to  us  all  if 
Ave  not  only,  Alice,  yet  you  and  your  people,  but  some  other  experts, 
with  respect  to  the  policy  questions. 

Chairman  Muskie.  So  we  can  ask  intelligent  questions. 

Senator  Hollings.  If  you  could  put  that  on  a  crash  basis  maybe 
next  week  or  just  before  they  come,  you  can  suggest  the  pros  and  cons 
with  respect  to  policy.  We  could  get  a  better  dialog  going.  I  can  take 
this  document  we  are  producing  here  today  and  study  it  over  the  week- 
end— I  think  it  is  a  superb  presentation — and  finally  fix  manpower  in 
my  mind  for  a  change.  It  has  been  jambalaya  until  now  but  now  you 
are  making  sense  out  of  a  lot  of  these  things.  If  you  can  do  it  similarly 
with  policy  it  would  be  a  big  help. 

Dr.  Rtvlin.  We  can  try  that  and  certainly  give  you  an  idea  of  what 
the  questions  are  and  the  things  you  should  be  asking  the  administra- 
tion. It  is  obviously  a  more  complicated  area  and  it  cannot  be  laid 
out  as  easily. 

Chairman  Muskie.  I  would  assume  that  the  manpower  projections 
do  not  crank  into  the  different  assumptions  you  have  to  make  about 
naval  manpower  depending  on  the  400,  500,  600  number  ? 

Mr.  Pirie.  In  this  case  since  you  do  not  get  the  ships.  Senator,  until 
the  mid-1980's,  these  ships  are  not  delivered  until  the  end  of  the  period 
which  the  manpower  people  have  already  addressed. 

Chairman  Muskie.  You  will  have  some  new  ships  come  in  before 
1980. 

Mr.  Pirie.  Yes,  sir,  but  you  have  some  going  out. 

Chairman  Muskie.  So  you  are  just  perceiving  a  steady  500  ? 

Mr.  Pirie.  Yes. 

RATIONAL  EVALUATION  OF  NEEDS 

Senator  Domenici.  Maybe  this  word  is  considered  in  the  foreign 
policy  as  suspect,  because  I  think  the  Soviets  use  their  military  for 
foreign  policy,  but  if  we  can  get  the  threats  we  are  addressing  I  think 


!See  pp.  32,  33. 
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that  makes  sense  to  us.  What  is  the  threat  that  is  presumed  that  we 
are  trying  to  match  or  meet  or  work  against  with  the  various  strate- 
gies, and  that  means  a  little  different  to  me  than  our  notion  of  foreign 
policy.  I  think  maybe  that  is  what  we  are  interested  in.  What  do  we 
assume  we  are  building  for,  and,  I  use  the  word,  what  is  the  presumed 
threat? 

(  hairman  Muskie.  "What  are  the  needs  ? 

Senator  Domexici.  I  think  from  their  standpoint  we  are  assuming 
something,  and  needs  is  all  right  if  it  really  means  Ave  are  basing  it 
against  some  presumed  activity  on  their  part.  We  have  the  option  to 
assume  we  need  to  meet  that  threat. 

Chairman  Muskie.  A  threat  assumes  intention  on  the  other  side 
and  a  need  is  a  little  broader  than  that. 

Senator  Domexici.  That  is  all  right  if  it  includes  the  word  needs. 

("hairman  Muskie.  We  do  not  have  a  special  intention  but  we  have 
to  be  prepared  to  meet  some  rational  evaluation  of  the  needs  posed  by 
their  posture. 

Dr.  Rivlix.  I  think  Ave  can  address  some  of  those  questions  but  in  the 
end  the  objectiA^e.  I  think,  is  for  the  committee  to  formulate  some 
questions  to  put  to  Mr.  Rumsfeld  and  others  about  Avhat  they  are 
assuming.  We  probably  cannot  supply  you  Avith  their  ansAvers. 

Senator  Hollixgs.  You  talk  to  them  at  Brookings  and  come  through 
with  a  balanced  judgment  for  us. 

Dr.  Rivlix.  Is  that  vour  only  assignment  for  this  week,  sir  ? 

PROPOSED  EXPAXSIOX   OF  GROUXD  FORCES 

Mr.  Pirie.  In  the  ground  forces  options  Ave  choose  to  look  at  the 
Army's  proposed  expansion  from  13  diATisions  to  16  divisions.  The  ex- 
pansion to  16  divisions  inAT>hres  procurement  and  construction  costs 
of  about  $1.9  billion  over  the  next  5  years. 

We  Avould  also  require  some  substantial  drawdowns  of  support 
echelons.  In  order  to  clarify  the  decision  about  16  A^ersus  13  diArisions, 
it  Avas  decided  to  adjust  total  Army  manning  so  that  the  16  and  the  13 
division  forces  Avould  be  supported  on  the  same  basis. 

This  resulted  in  adding  about  105,000  people  to  the  Army  to  support 
16  division  forces,  and  substracting  about  37,000  not  needed  for  the 
13-diATision  force.  The  resultant  budget  impacts  are  shoAvn  in  slide  4 
and  these  are  pluses  and  minuses  to  the  President's  budget  and  ac- 
companying projections. 

GROUND   FORCE   OPTIONS  ••  ■;•  mi:  -v 

($  Million,  Current  Year  BA) 

FY  77         FY  78         FY  79         FY  80         FY  81 

13  Divisions  -  300  -  S04  -  352  -910  -936 


16  Divisions  +  300  +  758         +  +  1W  +1513 

Senator  Hollixgs.  Read  that  for  us.  You  say  they  are  ''plus  or 
minus." 

Mr.  Pirie.  If  it  is  chosen  to  select  the  13-divTision  option,  $300  million 
can  be  saved  from  the  President's  budget  request  in  fiscal  1977.  If  it 
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is  chosen  to  select  the  16-division  option,  $300  million  should  be  added 
to  the  President's  budget  request. 

Chairman  Muskie.  Does  that  mean  the  President  has  come  down  for 
a  16-division  option  ? 

Mr.  Pirie.  The  President  has  come  down  for  a  16-division  option, 
but  the  support  slice  for  the  16  divisions  is  reduced  in  taking  the 
people  out  of  support  and  putting  them  into  the  division,  from  the 
tail  to  the  teeth.  The  tail  is  short  by  105,000  spaces. 

Chairman  Muskee.  Deliberately? 

Mr.  Koeiiler.  Yes. 

Chairman  Muskie.  Why  ?  Because  you  want  to  ease  into  it  a  little 
more  slowly? 

Mr.  Per ee.  I  am  not  privy  to  the  motives  in  this  case. 

Senator  Chiles.  It  keeps  you  from  saying  you  have  reduced  the  flag, 
the  division  flag. 

Chairman  Muskee.  Is  it  clear  from  the  budget  that  he  has  not  given 
full  suport  to  the  16-division  concept  or  is  that  fudged  ? 

Mr.  Pirie.  It  is  very  difficult  to  make  that  determination.  In  the 
case  of  tactical  air  forces  

Chairman  Muskie.  The  difference  in  5  vears  is  almost  $2  billion  ? 

Mr.  Piree.  Over  $2  billion  between  the  low  and  the  high. 

Senator  Chiles.  One  is  a  plus  and  one  is  a  minus. 

Senator  Hollixgs.  That  is  whv  it  is  good  to  have  these  things  read. 

PROPOSED  EXPAXSIOX  OF  TACTICAL  AIR  FORCES 

Mr.  Piree.  In  the  case  of  the  tactical  air  forces  we  similarly  addressed 
pirmarily  the  force  expansion  recently  proposed  by  the  administra- 
tion of  from  22  to  26  air  force  wings.  A  low  option  would  be  to  retain 
the  22  tactical  air  wing  Air  Force,  reduce  Xavy  carrier  air  wings  to 
10.  go  along  with  the  number  of  earner  decks  in  the  low  Xavy  option, 
and  reduce  Marine  Corps  aviation  by  one  squadron. 

The  high  option  chosen  allows  26  fully  modernized  USAF  tactical 
air  wings,  13  Xavy  air  wings  and  retains  25  USMC  Air  Squadrons, 
and  the  difference  between  this  option  and  the  President's  budgets  are 
shown  in  this  slide. 

TACTICAL   AIR    FORCE  0PTI0XS 
($  Million,  Current  Year  BA) 

FY  77       FY  78       FY  79       FY  30       FY  8! 


22  USAF  Wings 
LOW       10  USN  Wings 

24  USMC  Sqdns. 


-1300      -2100  -2141 


•2543 


■996 


26  USAF  Wings 
HIGH      !3  USM  Wings 

25  USAVe  Sqdns. 


+  33        -f  100 


+  313 


+  433 


+  4° 
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Chairman  Muskie.  That  goes  to  a  billion  and  a  half.  Whv  is  it 
higher  in  1980  ? 
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Mr.  Pirie.  It  relates  to  the  procurement  schedule  that  is  required  to 
fill  out  the  different  forces  there. 

Mr.  Koehler.  We  fill  these  out  with  a  target  date  of  1981. 

THREE  XEW  DIVISIONS 

Senator  Hollixgs.  Let  me  ask  right  here,  for  the  Army  divisions, 
when  you  project  that  16-division  option,  does  that  assume  the  three 
new  divisions  will  be  infantry  or  mechanized  ? 

Mr.  Pirie.  One  would  be  mechanized  and  two  infantry.  I  do  not  have 
in  here  the  administration's  proposed  future  change  of  two  divisions' 
to  armored  divisions. 

Senator  Hollixgs.  We  can  insert  that  question  and  response  prior 
to  the  section  on  the  tactical  Air  Force  options. 

Go  ahead. 

president's  proposal  for  armor 

Senator  Chiles.  You  probably  ought  to  get  us  a  schedule  that  shows 
us  the  President's  proposal  for  armor,  because  we  need  to  compare 
against  the  President's  proposal. 

Mr!  Pirie.  We  can  do  that. 

[The  following  was  subsequently  supplied  for  the  record :] 

The  information  provided  in  the  Annual  Defense  Department  Report,  fiscal 
year  1977.  is  not  specific  enough  to  derive  a  detailed  schedule.  The  report  is 
quoted  to  indicate  the  DOD  plan  as  follows  : 

".  .  .  higher  tactical  mobility  and  firepower  make  heavy  (armored  or  mecha- 
nized) divisions  a  better  match  for  those  Warsaw  Pact  forces  and  Soviet-equipped 
forces  that  we  might  face  in  many  contingencies.  Therefore,  as  funds  and  equip- 
ment availability  permit,,  the  intent  is  to  convert  two  active  army  infantry  divi- 
sions into  heavy  divisions. 

"The  Army  is  currently  analyzing  the  cost  implications  of  these  conversions,  but 
initial  procurement  of  equipment  for  these  changes  will  not  begin  earlier  than 
fiscal  year  1978." 

IXCREASE  IX  AIRCRAFT 

Senator  Domexici.  Where  are  we  now  on  those  ?  How  many  wings 
in  the  Air  Force  ? 

Mr.  Pirie.  Between  last  year's  presentation  and  this  year's  presenta- 
tion the  Air  Force  sIioavs  that  it  has  gone  from  22  to  26  air  wings,  but 
the  number  of  aircraft  has  only  increased  by  a  very  small  number  like 
three  or  four.  0  , 

Senator  Domexici.  How  about  the  Navy  ? 

Senator  Hollixgs.  How  about  the  Navy  and  the  Marine  Corps  ? 

Mr.  Pirie.  In  the  Navy  I  believe  we  have  12  Navy  carrier  air  wings 
to  correspond  with  the  projected  12  air  carrier  force,  although  I  under- 
stand that  a  request  is  pending  to  increase  the  Navy  carrier  air  wings 
to  13.  We  have  25  Marine  Corps  squadrons  now. 

HIGH  OPTIOX  IS  HIGHER  THAN  PRESIDEXt's  BUDGET 

Chairman  Muskie.  Is  the  high  option  advocated  by  the  administra- 
tion again? 

Mr.  Pirie.  The  high  option  is  higher  than  the  President's  budget. 
Chairman  Muskie.  Where  does  the  high  option  come  from  ? 
Mr.  Pirie.  The  high  option  is  one  we  put  together  which  added  a 
carrier  air  wing  and  some  different  aircraft  in  the  Air  Force. 
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Mr.  Koehler.  It  does  not  lie  far  above  the  President's  request. 
Chairman  Muskie.  Why  did  you  make  it  ? 

Senator  Hollings.  Why  did  you  dream  that  up?  What  was  the 
rationale? 

Chairman  Muskie,  They  don't  need  any  encouragement. 

Dr.  Bjvlin.  That  is  not  a  universal  view,  Senator. 

Mr.  Koehler.  Essentially,  as  we  interpreted  it,  our  role  was  to 
present  alternatives  that  would  be  of  interest  to  people  who  might 
want  more  than  the  President  wanted  as  well  as  people  who  might  want 
less  than  the  President  wanted.  Throughout  we  have  tried  to  lay  down 
options  that  would  satisfy  both  of  these  groups. 

Dr.  Rivlin.  I  think  as  you  bring  the  budget  that  will  be  clearer.  Why 
don't  you  move  on  ? 

TWO  VARIANTS  FOR  STRATEGIC  FORCES 

Mr.  Pirie.  In  strategic  forces  we  looked  at  two  variants,  both  con- 
sistent with  the  Vladivostok  accords.  The  lower  option  does  not  buy 
the  B-  l,  but  does  buy  the  air  launched  cruise  missile  to  prolong  the  use- 
fulness of  the  B-52  force.  The  Titan  force  is  phased  out,  only  10  Tri- 
dent ballistic  missile  submarines  are  built,  and  some  of  the  older  Polaris 
SSBN's  were  phased  out.  This  slide  shows  the  different  options. 
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Senator  Hollixgs.  Just  track  through  it  for  us  and  we  can  get  the 
rhythm  of  exactly  what  it  says. 

GOALS  FOR  MID-19  80?S 

Mr.  Pirie.  Going  down  to  the  mid-1980's,  a  total  of  1,992  launchers, 
1.206  would  be  MIRVed.  There  would  be  336  bombers,  266  B-52,s,  70 
FB-llPs.  These  would  be  supplied  with  800  air  launch  cruise  missiles. 

The  ICBM  force  would  consist  of  1.000  ICBM's :  450  Minuteman 
IPs,  and  550  Minuteman  IIFs.  The  ballistic  missile  submarine  force 
would  have  656  launchers,  240  of  them  on  10  Trident  submarines,  160 
Trident  launchers  on  10  Poseidon-converted  submarines,  and  256 
launchers  for  Poseidon  C-3  missiles  on  16  Poseidon  submarines. 

Chairman  Muskie.  The  only  growth  is  in  the  Poseidon  and  where 
else? 

Mr.  Pirie.  Between  the  lower  and  the  higher  alternative  growth  is  in 
the  bomber  force  and  in  retaining  more  of  the  Poseidons  and  the  Titan 
II. 

Chairman  Muskie.  The  B-l  applies  to  additional  refueling  planes, 
does  it  not  ? 

Mr.  Pirie.  It  is  not  clear  what  the  tanker  support  for  the  B-l  is  sup- 
posed to  be.  We  have  accepted  that  at  least  in  the  time  period  we  are 
talking  about  there  would  be  no  requirements  to  increase  the  tanker 
force. 

Senator  Hollixgs.  They  are  not  requesting  additional  refueling 
tankers  ? 

ADVANCED  TAXTvER  CARGO  AIRCRAFT 

Mr.  Koehler.  Xo,  sir,  they  are  not.  There  is  a  program  underway, 
the  Advanced  Tanker-Cargo  Aircraft,  which  is  not  linked  explicitly 
in  the  request  to  the  strategic  forces.  This  could  serve  to  refuel  the  B-l 
force  in  the  1980's.  However,  the  Department  of  Defense  has  not  in  the 
budget  request  said  that  it  is  for  the  B-l. 

OPTIOX^S  IF   NO  CHANGE  IX'   SALT  AGREEMENTS 

Mr.  Pirie.  The  cruise  missiles  don't  add  to  the  number  of  launchers. 
That  is  an  assumption  that  there  will  not  be  a  SALT  limitation  on 
the  cruise  missiles. 

Chairman  Muskie.  If  there  are  no  SALT  agreements,  these  are  the 
numbers  we  will  anticipate  ? 

Mr.  Pirie.  These  are  two  options  that  could  be  implemented  if  there 
is  no  change  in  the  present  status  of  the  SALT  agreements. 

Chairman  Muskie.  I  think  Secretary  Kissinger  used  a  $20  billion 
figure  on  additional  costs  in  the  strategic  forces  if  there  are  not  SALT 
agreements. 

Mr.  Pirie.  We  don't  know  how  he  got  that  number. 
Chairman  Muskie.  Was  it  a  PR  number  or  based  upon  somebody's 
analysis  ? 

Mr.  Koehler.  It  was  not  based  upon  our  analysis. 

Senator  Hollixgs.  But  you  looked  into  it.  didn't  you  ? 

Mr.  Pirie.  We  have  not  completed  calculating  a  SALT  breakdown 
alternative.  We  hope  to  address  one  in  a  backup  paper  for  the  annual 
report  coming  out  later  on  this  year. 
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Senator  Hollings.  All  right,  let's  move  along. 

COSTS   OF  ALTERNATIVES 

Mr.  Pirie.  I  would  like  to  point  out  one  feature  of  the  higher  alter- 
native and  that  is  the  procurement  by  the  mid-1980Js  of  150  mobile 
ICBM's.  the  new  MX.  which  would  replace  an  equal  number  of 
Minuteman  Ill's. 

Senator  Chiles.  So  what  is  the  cost? 

Mr.  Pirie.  Thev  are  on  the  next  slide,  sir. 

INCREMENTAL   COSTS    OF   STRATEGIC  ALTERNATIVES 
($  Million,  Current  Year  BA) 

FY  77       FY  78       FY  79       FY  80       FY  81 


Lower  Alternative        -1568        -2007      -2528       -3102  -3214 


Higher  Alternative       +150         +265      +1055       +1635  +2315 

Air.  Pirie.  These  are  the  associated  costs  for  the  lower  and  higher 
strategic  alternatives  and  once  again  these  are  differences  from  the 
President's  budget  and  the  projections. 

Senator  Moss.  Could  we  have  the  President's  budget  figures?  Your 
charts  show  two  sets  of  figures :  those  higher  and  lower  than  his  request. 
However,  it  is  not  clear  just  where  his  request  fits. 

Mr.  Pirie.  His  request  in  absolute  terms:  we  can  supply  that. 

Senator  Moss.  It  would  help  us  clarify  the  picture  and  appreciate 
the  relationship  of  all  the  numbers  and  their  significance. 

[The  following  was  subsequently  supplied  for  the  record :] 

STRATEGIC  PROGRAM  COSTS 
(President's  FY  77  Budget  and  DoD  Projections) 
($  Billion  Current  Year  Budget  Authority) 


FY  77  FY  78  FY  79  FY  80  FY  81 


President's  Budget  9.4 


DoD  Program*  -  10.2  10.4  10.7  11.0 

Determined  by  taking  9'  of  DoD  projected  T0A.    The  9:  is  described  by  DoD 
spokesmen  as  the  average  annual  proportion  of  the  DoD  budget  going  to 
strategic  programs. 

RANGE  OF  UPS  AND  DOWNS 

Chairman  Muskie.  What  is  the  aggregate  of  these  higher  alterna- 
tives ? 
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Mr.  Koehler.  We  have  that  in  the  next  part  of  the  discussion. 

Senator  Domenici.  Is  your  higher  here  the  same  thing  that  you  said 
last  time,  you  just  picked  a  higher  one  ? 

Mr.  Pirie.  With  perhaps  some  inkling  of  what  might  be  requested 
in  the  future  budgets. 

Mr.  Koehler.  Wc  tried  to  put  together,  Senator,  a  package  that 
seemed  to  coherently  reflect  a  set  of  views  on  what  the  appropriate 
strategic  forces  were.  It  turns  out  those  are  fairly  closely  parallel  to 
what  we  think  will  be  requested. 

Chairman  Muskie.  These  lower  and  higher  alternatives  are  not 
found  in  the  President's  budget  ? 

Mr.  Koehler.  No,  sir. 

Mr.  Pirie.  No,  sir. 

Dr.  Kivlin.  All  we  are  trying  to  do  here,  really,  and  maybe  we  have 
not  given  you  this  as  clearly  as  we  should  have,  is  to  simply  give  you 
an  idea  of  the  range  of  ups  and  downs  that  seemed  reasonable  to  discuss 
in  these  various  major  forces — Navy,  ground,  strategic. 

Chairman  Mttskie.  I  think  it  is  very  helpful.  I  think  the  basic  idea 
of  this  analysis  is  very  helpful. 

defense  research  and  development 

Senator  Hollings.  Very  much  so.  Go  right  ahead. 

Mr.  Pirie.  Finally,  in  defense  research  and  development  we  consid- 
ered plus  and  minus  10  percent  excursions  from  the  present  level  of 
funding. 

For  presentational  purposes  we  combined  all  of  the  low  options  into 
a  single  low  and  all  the  high  options  into  a  single  high,  although  we 
recognize  that  for  many  reasons  one  might  not  want  to  choose  all  of 
either  set. 
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TABLE  10 
COST  IMPLICATIONS 


MAJOR  NATIONAL 

SECURITY 

OPTIONS 

(In  billions 

of  dollars,  current  year 

budget  authority) 

FY  77 

FY  78 

FY  79 

FY  80 

FY  81 

OPTION  A 

(Declining  Forces) 

400  Ships 

-2.5 

-3.2 

-4.1 

-4.8 

-6.6 

13  Divisions 

-  .3 

-  .8 

-  .9 

-  .9 

-.9 

22  Tactical  Air  Wings 

-1.3 

-2.1 

-2  .1 

-2.7 

-1.0 

Lo  Strategic  Option 

-1.  b 

-2  .0 

-2.8 

-3.1 

-3.3 

Lo  Manpower  Option 

-  .3 

-1.3 

-  .5 

—  

+1-0 

-10%  R&D 

-1.  7 

-1.9 

-2 . 0 

-2.0 

-2.0 

TOTAL 

-7.7 

-11-3 

-13.5 

-12.8 

OPTION  B 

(Increasing  Forces) 

600  Ships 

+2.2 

+2.8 

+2.5 

+2.2 

+  .7 

16  Divisions 

+  .3 

♦  .8 

+  1. 1 

+1.4 

+  1.5 

26  Tactical  Air  Wings 

+  .1 

+  .3 

+  .5 

+  .  5 

Hi  Strategic  Option 

+  .2 

+  .3 

+1.1 

+1.7 

+  2.  3 

Hi  Manpower  Option 

+4.4 

+4.5 

.  +6.9 

+8  .2 

+9.7 

+102  R&D 

+  .3 

+  .3 

+  .4 

+  .4 

+  .5 

TOTAL 

+7.4' 

+8.8- 

+12.  3 

+14.4 

+15-2 

Cost  implications  are  shown  relative  to  the  President's  FY  1977  Budget  and  accompanying  projections. 

COST  IMPLICATIONS 

Senator  Hollings.  That  is  hard  to  see. 

Mr.  Pirie.  This  slide  shows  an  option,  option  A,  which  aggregates  all 
of  the  lower  options  we  have  been  talking  about  so  far,  and  option  B,. 
which  aggregates  all  of  the  higher  options.  This  is  in  budget  authority, 
current  year  budget  authority,  in  these  given  years,  and  the  numbers 
are  in  billions  of  dollars  and  they  represent  differences  from  the  Presi- 
dent's budget  and  from  the  projections  that  he  has  supplied  us. 
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So  the  total  for  the  first  option  would  be  $7.7  billion  less  than  the 
President's  fiscal  1977  budget,  in  1978  $11.3  billion  less,  in  1979  $12.4 
billion  less,  in  1980,  $13.3  billion  less,  and  in  1981  $1*2.8  billion. 

Similarly  in  the  high  option,  in  fiscal  1977  it  would  be  $7.4  billion 
more,  and  in  1978  $8.8  billion  more,  and  in  1979  $12.3  billion  more,  and 
in  1980  $14.5  billion  more,  and  in  1981  $15.2  billion  more.  This  is  in 
budget  authority. 

Senator  Hollixgs.  All  right,  let's  move  along. 

Mr.  Pirie.  We  have  one  in  outlays.  It  shows  roughly  the  same 
picture. 

TABLE  11 

COST  IMPLICATIONS* 
MAJOR  NATIONAL  SECURITY  OPTIONS 

(in  billions  of  dollars,  current  year  outlays) 


FY  77 

FY  73 

FY  79 

FY  80 

FY  81_ 

OPTION  A 

(Declining  forces) 

400  Ships 

-  .2 

-1.0 

-1.6 

-2.5 

-3.3 

13  Divisions 

>  tfJl*  ■  ■  «  .6 

-  .T 

-  .8 

-.9 

22  Tactical  Air  Wings 

-  .4 

-1.3 

-2.0 

-2.7 

-3.1 

Lo  Strategic  Option 

-  .2 

-1.0 

-1.9 

-2.5 

-3.0 

Lo  Manpower  Option 

-  .  3 

-1.3 

-  .5 

+  1.0 

-10%  R&D 

-1.7 

-1.9 

-2.0 

-2.0 

-2.0 

-11.3 

TOTAL 

OPTION  P. 

-2.8 

-7.1 

-8.7 

-10.5 

(Increasing  Forces) 

600  Ships 

+  -2 

+  .9 

+1.2 

+  1.5 

16  Divisions 

*  .  3 

+  .7 

+1.1 

+  1.4 

+1.5 

26  Tactical  Air  Wings 

+  .1 

+  .2 

+  .4 

Hi  Strategic  Option 

+  .1 

+  .3 

+  .3 

+1.4 

Hi  Manpower  Option 

44.4 

+4  .5 

+6.9 

+6  .2 

+-9.7 

+10%  R&D 

+  .3 

+  .3 

+  .U 

+  .U 

+  .5 

TOTAL 

+  5.0 

+  5.8 

+9.6 

+  12-2 

+  15-0 

*Cost  implications  are  shown  relating 

to  the 

President's  FY  1977 

Budget  and 

accompanying  projections. 

Dr.  Rtvlix.  I  am  not  sure  it  shows  roughly  the  same  picture.  It 
shows  the  difference  in  outlays  £he  first  year,  no  matter  what  you  do, 
is  not  nearly  as  large  in  savings  if  you  take  the  low  options,  really 
occur  later.  They  don't  occur  in  1977. 

Senator  Craxstox.  Could  I  ask  a  couple  of  questions  ? 

Senator  Hollixgs.  Surely. 

Senator  Craxstox.  The  low  option,  as  I  understand  it,  represents 
about  a  2-percent  real  growth  in  budget  authority  in  fiscal  1977,  and 
then  results  in  savings  of  about  8  percent  in  budget  authority  by  1981, 
so  your  position  in  this  low  option  is  there  is  no  way  to  turn  it  around 
this  year  in  the  low  option  you  have  presented  ? 

Senator  Domenici.  Turn  it  around  ? 

Senator  Craxstox.  From  growth  to  something  other  than  growth. 

Mr.  Koeiiler.  Perhaps  that  will  become  clearer  on  the  next  set  of 
slides,  which  lay  out  the  current  policy  budget  and  the  President's 
budget  and  the  alternatives. 


ALTERNATIVES  COULD  LEAD  TO  GREATER  SAVINGS 


Senator  Craxstox.  Wouldn't  you  agree  that  there  are  reasonable 
alternatives  both  in  foreign  policy  and  in  defense  posture  that  could 
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lead  to  greater  savings,  particularly  in  the  outyears,  which  could  be 
presented  in  an  even  lower  option  than  the  one  you  have  presented  as 
a  low  option  ? 

Mr.  Koehler.  Yes,  sir,  there  is  no  doubt  there  are  such  changes. 
Senator  Cranston.  Could  you  specify  a  few  examples  of  such  steps 
or  procedures? 

Mr.  Koehler.  We  don't  have  with  us  details  of  any  of  such.  But 
options  that  have  been  discussed  in  the  past  include,  for  example, 
running  down  the  forces  in  Europe,  running  down  the  forces  in  Asia. 
One  can  think  about  moving  from  strategic  forces  similar  to  the  pres- 
ent ones,  down  to  a  minimum  deterrence  strategy,  and  so  forth. 

All  of  these  do  have  implications  that  are  farther  from  the  Presi- 
dent's baseline  than  the  options  here  in  the  summary. 

Dr.  Kivlin.  They  do  all  have  the  characteristic,  though,  that  the 
savings  would  be  mainly  concentrated  in  the  future  years  and  not  in 
outlays  in  1977. 

BUDGET  AUTHORITY  AND  REAL  GROWTH  IN  PROCUREMENT 

Senator  Hollings.  Let  me  get  into  the  budget  authority  and  the 
real  growth  in  procurement. 

As  I  remember,  the  President  requested  $6.7  billion  immediately  in 
growth  in  procurement.  Now  that  is  not  a  minimal.  That  is  for  the 
next  fiscal  year  that  we  are  going  to  be  approving  and  disapproving. 
How  is  that  reflected  in  the  way  he  structured  his  budget  in  relation 
to  option  A  and  option  B  ? 

That  is  what  I  am  trying  to  fix  in  m}7  mind.  Are  we  saying  really 
that  things  are  minimal,  minimal,  minimal.  But  when  I  look  at  the 
budget  right  in  procurement  alone,  it  is  $6.7  billion. 

Mr.  Pirie.  Put  the  budget  authority  back  on.  See  our  low  option 
takes  about  $7.5  billion  of  budget  authority  out. 

Senator  Hollings.  What  you  are  saying  is  that  the  President  brings 
that  right  on  back  up.  That  is  about  what  we  had  in  real  growth — $7.5 
billion  or  something  near  that  ? 

Mr.  Koehler.  Yes,  7.3  in  real  growth. 

Chairman  Muskie.  But  he  doesn't  go  on  to  option  B. 

Mr.  Pirie.  These  areas  that  we  selected  are  not  completely  exclusive. 
This  is  not  all  of  the  defense  budget  by  any  means.  There  is  a  large 
residual  part  of  the  defense  budget  where  the  President  has  proposed 
changes  as  well  which  we  did  not  address.  We  wished  to  highlight 
a  few  specific  and,  we  feel,  very  important  issues  in  the  defense  budget. 

Senator  Hollings.  But  that  $7.5  billion  involves  the  President's 
budget  ? 

Mr.  Pirie.  Yes,  the  President's  budget.  I  have  a  couple  of  slides 
which  follow,  which  I  think  will  clarify  that.  Put  on  the  budget  au- 
thority projections. 

OPTIONS  UNDER  THE  BUDGET 

This  is  budget  authority  again,  and  it  is  projections  of  the  actual 
function  050  budgets  that  are  implied  by  the  different  options — first, 
the  current  policy  path ;  second,  the  CBO  option  A ;  third,  CBO  option 
B;  and  fourth,  the  President's  budget  listed  as  option  C. 
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TABLE  12 

SUMMARY  TABLE:  NATIONAL  SECURITY  (050) 
(in  billions  of  dollars,  budget  authority) 

FY  75  Transition 

(Actual)      FY  76        Quarter       FY  77         FY  78         FY  79         FY  80         FY  81 


CURRENT  POLICY  92.8        101.0  24.3         111.0        118.3         125.3        132.3  139.5 

(Path  B) 


OPTION  A  107.2  111.1  119.5  128.1  138.7 

(Declining  Forces) 


OPTION  B 
(Increasing  Forces) 


122.-3  1  31.  2         1  44.  2         1  56  .  0  166.7 


OPTION  C  114.9         122.4         131.9         141.6  151.5 

(President's  Budget) 

Chairman  Muskie.  What  is  that  number? 
Mr.  Koeitler.  114.9  for  that  function. 
Senator  Domexici.  And  B  is  123  ? 
Mr,  Pirie.  Yes. 

Dr.  Rivlix.  Why  don't  you  read  those  down  the  1977  column. 

Mr.  Pirie.  The  fiscal  1977  current  policy  budget  is  $111  billion, 
CBO  option  A  is  $107.2 — that  is  well  below  the  current  policy  budget. 
CBO  option  B  is  $122.3,  well  above;  and  the  President's  budget  is 
$114,9.. 

Chairman  Muskie.  That  option  B  is  the  aggregate  of  all  the  high 
options.  Does  that  represent  anybody's  policy  or  proposed  policy? 
Mr.  Pirie.  Part  of  it  might  represent  

Chaiman  Muskie.  You  could  pick  individuals  who  would  be  for 
a  high  option,  whatever  the  number,  but  this  does  not  represent  any- 
one's formally  proposed  options? 

Mr.  Pirie.  Xo,  sir. 

Dr.  Rivlix.  That  is  also  true  of  the  low  option.  These  are  just 
illustrative. 

People  in  favor  of  high  spending  would  probably  be  in  favor  of 
many  of  the  elements  in  the  high  option.  Those  who  feel  the  Defense 
budget  can  be  cut  back  might  pick  some  of  the  low  options  or  all 
of  them  or  indeed,  as  Senator  Cranston  has  suggested,  some  even 
lower  ones,  and  these  are  just  illustrative  options  from  that  set. 

Chairman  Muskie.  And  what  they  require  in  way  of 
implementation  ? 

Dr.  Eivlix.  And  what  they  require. 

Senator  Domexici.  Might  1  ask,  I  understand  that  you  are  really 
required  to  present  options  under  the  Budget  Act,  and  that  is  what 
you  are  doing  here? 

Dr.  Rivlix.  That's  right. 

Senator  Domexici.  They  need  not  be  anyone's,  they  are  options  and 
they  are  defined  as  options  and  you  are  trying  to  tell  us  what  these 
options  entail  in  terms  of  what  we  will  get  and  what  they  will  cost 
in  terms  of  outlay  and  authority  over  the  5-year  period? 

Dr.  Rivlix.  Yes. 

Senator  Hollixgs.  We  haven't  heard  from  the  Armed  Services 
Committee  of  either  House  of  Congress ;  neither  has  Admiral  Kick- 
over  submitted  his  budget.  [Laughter.] 
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FORCE  STRUCTURES  REQUIRED 

Senator  Craxstox.  I  would  like  to  specifically  ask  what  could  be 
in  a  lower  option  be  presented  to  us  by  you.  As  an  example,  what 
would  be  the  force  structures  required  if  we  were  going  to  focus  on 
defending  the  Americas  and  Western  Europe,  the  Mediterranean  and 
Israel  and  Japan,  and  extricate  ourselves  to  some  degree  as  we  can  do 
so  from  Southeast  Asia  and  troop  commitments  there  ? 

Mr.  Pirie.  That  is  an  extremely  complicated  technical  question. 

Senator  Craxstox.  That  is  why  I  suggested  you  help  us  on  it. 

Senator  Hollixgs.  We  have  asked  and  there  has  been  a  consensus 
with  the  chairman  and  the  other  members  present  that  there  would 
be  a  special  presentation  on  this  question.  We  were  all  asking  similar 
questions  on  the  basis  of  these  options  and  the  policy  considerations. 
Dr.  Rivlin  has  already  offered  between  now  and  when  we  hear  from 
Secretary  Rumsfeld  on  March  9  to  have  that  kind  of  briefing:  so 
we  can  more  intelligently  cross-examine  the  Secretary  of  Defense. 

Go  right  ahead  to  that  next  chart  now. 

SUMMARY  IX  TER3IS  OE  OUTLAYS 

Mr.  Pirie.  My  next  and  last  chart  similarly  shows  this  in  terms 
of  outlays. 

TABLE  13 

SUMMARY  TABLE:  NATIONAL  SECURITY  (050) 
(in  billions  of  dollars,  outlays) 

FY  75  Transition 
(Actual)        FY  76        Quarter        FY  77  FY  78         FY  79         FY  80         FY  81 

CURRENT  POLICY  86.7  91.9  24.8  103.4  114.5  113.0  127.2  135.6 

(Path  B) 


■OPTION  A 
(Declining  Forces) 


OPTION  B 
(Increasing  Forces) 


98.3        105. S        112.8        121.9  131.5 


106.1        118.7        131.1         144.6  157.8 


•option  C  101.1        112.9        121.5        132.4  142.3 

(President's  Budget) 

Mr.  Pirie.  As  you  can  see,  there  is  a  spread  in  fiscal  1977,  CBO?s 
low  option  is  $98.3,  the  current  policy  option  is  $103.4,  the  President's 
budget  is  $101.1,  and  CBO's  high  option  is  $106.1. 

The  primary  reason  why  the  President's  budget  is  below  the  cur- 
rent policy  budget,  as  we  said  before,  is  the  manpower  cuts,  pay  cap, 
primarily. 

That  concludes  my  presentation.  Senator. 

Dr.  Rivlix.  That  does  it.  TTe  will  go  back  and  work  on  some  of 
the  things  you  have  asked  for. 

Senator  Hollixgs.  This  has  been  a  splended  presentation.  It  has 
provided  a  capsule  of  not  only  the  options  but  all  the  correlations 
of  different  congressional  actions  that  are  needed  with  respect  to 
manpower  costs. 
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TROOP  REDUCTIONS   MAI  XL  Y  IN   SUPPORT  FORCES 

I  had  a  couple  of  things.  From  the  staff  study  of  the  defense  budget's: 
manpower  and  the  general-purpose  combat  questions,  there  has  been 
an  increase  of  67,500  personnel  between  mid-1974  and  the  present, 
and  the  administration  plans  to  add  another  25,100  names  to  the 
general-purpose  forces  during  1977.  The  main  troop  force  reductions 
then  have  been  reductions  mainly  in  support  forces. 

We  have  talked  about  going  from  the  tail  to  the  teeth.  But  the 
administration  has  decided  to  take  out  some  of  these  forces  number- 
ing 92,600  in  all  counting  the  planned  transfers  of  1977,  and  put 
them  all  in  the  Armv,  Xavv.  and  Air  Force  combat  units. 

Xow,  how  are  these  people  being  used  at  the  present,  and  can  you 
tell  us  wrhat  the  total  costs  are  for  that  transfer  for  this  particular 
fiscal  year,  and  the  next  5  years  Avith  respect  to  the  increase  in  combat 
strength  costs? 

Mr.  Nelson.  I  don't  have  those  figures  with  me  today. 

Senator  Hollings.  Can  vou  furnish  those  for  the  record? 

Mr.  Nelson.  Yes. 

Senator  Hollings.  That  would  be  one  thing  we  want  to  have  an 
answer  on. 

[See  question  3,  and  the  response,  beginning  on  p.  52.] 

Senator  Hollings.  We  have  some  additional  questions  with  respect 
to  manpower.  But  Secretary  Rumsfeld  has  stated  the  Soviets  are  sur- 
passing us  in  every  weapons  category.  That  would  be  part  and  parcel 
of  that  briefing  with  respect  to  policy. 

Are  we  really  preparing  for  a  threat  or  are  we  increasing  to  keep 
up  with  the  Joneses  or  just  exactly  what  is  it? 

Dr.  Eivlin.  We  will  try  to  deal  with  some  of  those  questions. 

Senator  Hollings.  We  also  have  a  GAO  report  imminent.  Did  you 
have  a  chance  to  get  into  that  ? 

Mr.  Nelson.  I  don't  believe  the  report  is  out  on  the  contributory 
retirement.  I  have  not  seen  it. 

FUNCTION  ORIENTED  BREAKDOWN 

Senator  Chiles.  We  hope  to  have,  also,  Mr.  Chairman,  if  we  can  get 
it,  that  function  oriented  breakdown  from  the  Defense  Department. 
As  soon  as  we  get  that,  we  ought  to  really  get  them  to  look  at  that  and 
give  us  some  comparisons  on  that.  That  mission  breakdown  is  going 
to  allow  us  to  look  at  the  Mediterranean,  for  example,  and  determine 
what  they  say  we  need  to  meet  the  threat  in  the  Mediterranean,  what 
we  need  to  meet  the  threat  strategically,  compared  to  what  we  need  for 
a  conventional  base  in  Europe. 

From  my  understanding  it  was  only  staff  that  went  to  that  meeting. 
The  Defense  Department  kind  of  called  a  meeting  of  the  staff  of  the 
Budget  Committee,  and  also  Appropriations  Committees  and  Armed 
Services  Committees  of  both  Houses,  and  came  to  that  meeting  and 
said,  "Here  is  this  terrible  amount  of  information  that  the  Budget 
Committee  of  the  Senate  has  required  from  us  and  I  guess  we  will  do 
it." 

They  got  the  House  side  all  upset,  saying  "Why  do  you  need  anv  of 
that"  and  everything  like  that.  I  understand  that  the  staff  of  the  Ap- 
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propriations  Committee  and  the  Armed  Services  Committee  on  the 
Senate  side  stood  with  us  and  I  think  that  is  something  we  want  to 

get  back.  . 

Senator  Hollixgs.  We  will  definitely  follow  through.  U  e  have  to 

have  that. 

Senator  Chiles.  We  can  express  our  thanks  to  them  for  staying  with 
us  because  for  a  while  we  were  hanging  outside  completely  by  our- 
selves just  the  Budget  Committee  and  all  the  other  side,  evidently  the 
staff  of  the  Armed  Services  Committee  on  the  House  was  very  upset — 
this  again  was  part  of  the  takeover — that  same  kind  of  rhetoric  you 
and  I  were  hearing  in  that  Joint  Conference  Committee  on  Appro- 
priations. 

MILITARY  RETIREMENT  AND  PENSIONS 

Senator  Domenici.  Could  I  ask  one  general  question,  Mr.  Chairman  ? 
On  the  military  retirement  we  continue  to  carry  it  in  the  defense  cate- 
gory while  we  carry  all  the  other  retirement  programs  for  other  agen- 
cies in  the  income  security  function.  I  am  not  necessarily  promoting  or 
promulgating  a  change,  but  I  am  wondering  whether  or  not  any 
thought  is  being  given  to  the  concept  of  putting  military  retirement  in 
the  category  of  income  security  or  the  function  of  income  security  and 
what  the  rationale  might  be  for  that  approach  ? 

Dr.  Rivlin.  I  think  the  rationale  is  simply  retirement — is  retire- 
ment and  all  of  these  people  work  for  the  Government  and  it  might 
be  sensible  to  look  at  them  together. 

Senator  Hollings.  But  one  is  contributory,  while  one  is  not. 

Dr.  Rivlin.  It  might  be  sensible  to  look  at  them  together  if  only  to 
dramatize  the  point  that  they  were  treated  differently.  If  they  were 
moved  around  in  the  budget  that  might  become  a  little  more  obvious. 

That  is  not  to  say  it  should  be  changed,  necessarily,  but  certainly 
if  they  were  grouped  in  the  budget  then  thinking  about  the  long-run 
problems  of  how  all  this  money  is  escalating  would  lead  one  to  ques- 
tion whether  they  should  be  treated  differently. 


INCOME  MAINTENANCE 


Senator  Domenici.  I  submit  that  there  is  really  some  rationale  to 
consider  them  in  the  same  category  from  the  standpoint  of  this  whole 
analysis  today  of  preparedness,  and  only  to  the  extent  that  it  is  an 
enticement  to  keep  a  military  person  around.  "When  you  take  $10,  $12 
billion  and  it  is  in  retirement,  it  certainly  is  not  at  that  point  in  time 
contributing  to  the  then  military  strength  of  our  country  and  I  think 
there  is  some  rationale  to  clearly  understand  that  a  huge  portion  of 
this  budget  is  not  going  to  active  personnel.  It  is  not  going  into  pro- 
curement. I  do  not  know  if  there  is  any  other  reason  that  it  should  be 
considered  in  the  income  maintenance  function,  speaking  budgetarily 
only  though. 

Senator  Hollings.  Budgetarily  you  do  not  think  the  pension  is  re- 
lated to  recruitment.  Everyone  I  know  in  America  who  wants  to  retire 
in  20  vears  is  doing  it.  It  is  the  finest  deal  I  know  of. 

Senator  Domenici.  It  might  dramatize  what  is  actually  being  spent 
by  our  country  on  a  year-to-year  basis  for  active  military  preparedness 
and  procurement  if  we  did  not  have  the  pensions  in  it,  for  they  do  not 
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contribute  at  that  particular  year  to  what  we  have  by  way  of  prepared- 
ness. Over  the  long  haul  certainly  it  is  needed  to  keep  the  military  go- 
ing, because  it  is  part  of  the  program,  but  you  are  putting  in  under 
this  projection  we  will  have  $12  or  $13  billion  in  there  in  1981  that  is 
purely  for  pensions. 

I  am  just  suggesting  that  we  do  not  treat  the  rest  of  the  Federal 
bureaucracy  and  agencies  that  way.  We  put  them  all  in  one  basket 
under  income  maintenance. 

Senator  Hollings.  I  understand  your  point. 

Senator  Domenict.  Or  we  could  move  the  others  into  those  agencies 
to  get  a  better  picture  of  their  expenditures. 

PENSION  COSTS  PART  OF  MILITARY  BUDGET 

Senator  Hollings.  We  should  look  at  them  because  I  would  not 
want  to  reduce  the  defense  budget  by  transferring  out.  That  is  one  of 
the  salutory  approaches,  I  believe,  that  we  are  considering.  There  are 
many  that  resist  us  on  trust  funds,  highways,  and  social  security,  be- 
cause we  do  not  budget  them  as  they  are  noncontrollable.  I  think  if 
we  are  going  to  be  consistent — and  it  has  been  good — let  us  keep  this 
as  a  cost  of  the  military. 

As  I  see  it,  it  is  a  matter  of  attraction.  The  policy  of  actual  recruit- 
ment of  persomiel  and  the  maintenance  of  them  for  20  years — 13  years 
of  actual  service  to  the  Government  and  7  years  of  schooling  and  then 
paying  them  on  the  longevity  table  another  25  to  30  years  at  50  per- 
cent base  pay — is  one  that  people  are  beginning  to  understand.  In  the 
next  2  or  3  years,  I  think,  they  will  resist  it. 

I  just  think  they  are  going  to  say  this  thing  is  just  too  costly,  re- 
gardless of  whether  it  keeps  up  a  voluntary  Army.  I  think  today's 
seminar  is  one  of  the  best  we  have  ever  had.  We  will  keep  the  record 
open  for  staff  questions  to  complete  this  particular  record.  We  will  sub- 
mit them  in  writing  today  and  have  it  in  the  record  and  completed  with 
your  answers. 

Thank  you  very  much. 

[Whereupon,  at  11 :50  a.m.,  the  task  force  adjourned,  to  reconvene 
at  the  call  of  the  Chair.] 


WRITTEN  QUESTIONS  FROM  COMMITTEE  MEMBERS  TO 
WITNESSES  AND  THE  RESPONSES 

Senator  Hollings  to  Gary  Xelsox,  Principal  Analyst,  CBO 

MANPOWER  CUTS 

Question  1: 

As  you  know,  we  are  interested  in  finding  and  cutting  the  waste  in  the  Defense 
Department.  The  Defense  Task  Force  has  been  looking  at  manpower,  and  the 
staff  has  come  up  with  a  preliminary  list  of  areas  where  we  must  save  about 
100,000  manpower  spaces. 

I  would  like  to  get  your  general  views  on  this  issue  of  manpower  cuts.  First, 
can  you  estimate  how  much  we  would  save  in  5  years  by  eliminating  100,000 
spaces  from  active  manpower? 

We  have  been  told  that  there  are  other  areas  in  which  savings  might  be 
achieved,  for  example,  military  bases.  It  has  been  calculated  that  a  base  con- 
solidation program  could  eliminate  70,000  manpower  spaces  if  we  went  back 
to  the  same  number  of  personnel  per  base  as  in  1971. 

Does  this  appear  to  be  a  reasonable  and  feasible  approach  to  saving  man- 
power? Are  the  numbers  of  spaces  that  might  be  saved  through  base  closings  and 
consolidations  about  right? 

It  would  appear  that  some  further  savings  in  manpower  spaces  could  be 
realized  by  increased,  first-term  reenlistments  thus  increasing  the  experience 
level  of  the  force,  and  by  reducing  formal  and  on-the-job  training  costs  and 
manpower.  Can  you  give  us  a  sense  of  the  magnitude  of  potential  savings  if 
this  can  be  achieved? 

Are  there,  in  your  view,  built-in  inefficiencies  in  the  way  defense  manpower  is 
trained  and  used? 

Ansiver  1: 

We  do  not  have  any  special  information  on  savings  from  base  closings,  so  I 
cannot  argue  with  your  arithmetic  on  saving  70,000  spaces.  However,  that  is 
nearly  20  percent  of  all  base  operations  support  personnel  Defense  has  asked 
for  in  1977  and  would  be  very  large  savings  to  expect  through  efficiency  gains. 
The  minimum  time  for  closing  bases  is  usually  put  at  2  to  2%  years  and  this 
would  delay  any  savings  until  1978  and  beyond.  I  also  noticed,  Senator,  that 
you  had  cuts  in  training  staffs  listed  separately.  There  may  be  a  problem  with 
double  counting  since  training  manpower  usually  includes  a  slice  of  base  opera- 
tions personnel,  particularly  for  those  bases  that  are  primarily  training  facilities. 

The  magnitude  of  potential  savings  from  using  more  experienced  personnel  in 
the  military  depends  on  three  very  important  factors,  and  thus  I  cannot  give  you 
a  specific  number  or  even  an  estimate  whether  savings  actually  will  occur.  First, 
it  depends  on  the  military  specialty  involved.  Better  retention  would  not  be  a 
plus  in  every  service  occupation,  since  more  experienced  personnel  are  paid  more. 
Second,  it  depends  on  the  services  revising  the  old  pattern  of  using  journeymen 
and  supervisors  to  provide  on-the-job  training  for  newly-trained  recruits.  Also, 
improved  retention  may  disrupt  normal  promotion  patterns,  so  that  new  methods 
of  personnel  management  might  be  desired.  Third,  the  current  retirement  system 
makes  it  very  expensive  to  keep  personnel  in  for  20  years  or  more.  Yet  the  serv- 
ices only  rarely  force  out  enlisted  personnel  after  the  first  reenlistment  because 
the  retirement  system  provides  no  benefits  prior  to  20  years.  Retirement  reform 
like  RMA  would  change  this,  so  that  the  service  could  reenlist  a  man  but  only 
keep  him  for  10  years  or  so  and  not  incur  large  retirement  liabilities. 

Finally,  returning  to  your  first  question,  Senator.  Our  Budget  Analysis  group 
estimates  that  savings  from  reducing  the  military  by  100,000  men  would  be  $1,228 
million  annually  by  1981,  if  manpower  cuts  were  spaced  evenly  over  the  next 
five  years.  The  accompanying  table  shows  the  annual  savings  from  such  a  pro- 
gram of  cuts. 
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End  strength     Average  strength  Savings 1 

below  1976  below  1976  (millions) 


1977   20,000  10,000  $100 

1978   40,  000  30, 000  340 

1979   60,  000  50,  000  619 

1980   80,  000  70,  000  900 

1981   100,  000  90, 000  1, 239 


1  Based  on  average  compensation  costs  for  enlisted  and  officer  personnel,  including  basic 
pay,  quarters  and  subsistence  allowances,  FICA  contributions,  initial  clothing,  enlisted  and 
officer  accession  travel. 

These  savings  assume  a  grade  mix  equal  to  the  average  for  DoD  as  a  whole 
and  assume  no  additional  travel  costs  or  other  personnel  cost  items. 

PENSION  PROGRAMS 

Question  2: 

Military  personnel  now  participate  in  two  pension  programs.  One  is  contrib- 
utory, the  other  is  not : 

•  The  contributory  system  is  social  security.  Contribution  is  5.85%  of  basic 
pay  up  to  $15,300  a  year.  Pensions  begin  at  age  65. 

•  The  non-contributory  system  is  military  retirement.  Pensions  are  far  more 
generous,  and  begin  upon  retirement  after  20  or  more  years  of  service. 

Federal  civilian  personnel  do  not  participate  in  social  security,  and  contribute 
7  percent  of  salary  to  their  federal  retirement  system. 

Should  a  contributory  military  retirement  program  be  added  to  the  social 
security  contribution  and  participation,  or  substituted  for  it? 

What  would  be  the  impact  on  the  social  security  trust  fund  of  ending  military 
service  contributions  and  benefits? 

Answer  2: 

The  first  part  of  your  question  raises  some  difficult  issues,  Senator.  Social 
Security,  as  you  know,  is  only  a  pension  system  in  part.  Survivor  benefits  and 
disability  benefits  are  an  important  part  of  the  system,  and  according  to  some 
sources,  it  was  to  secure  these  benefits  that  military  personnel  were  placed  under 
the  Social  Security  System.  The  FICA  contribution  is  a  tax  levied  on  both  em- 
ployer and  employee,  but  unlike  most  taxes,  the  employee  also  benefits  because 
he  earns  credits  leading  to  better  Social  Security  benefits.  Even  if  contributions 
to  retirement  were  required  of  military  personnel,  many  may  prefer  to  continue 
paying  Social  Security  taxes — and  qualify  for  future  benefits.  As  long  as  the  two 
pension  systems  remain  independent,  there  do  not  appear  to  be  any  obvious 
inconsistencies  in  requiring  contributions  to  both. 

Employer  and  employee  PICA  contributions  currently  total  $1.7  billion  per 
year.  The  median  age  of  military  personnel  is  24  years,  and  consequently,  the  vast 
majority  of  persons  making  contributions  today  will  not  draw  old  age  benefits 
for  30  years  or  more.  In  the  long  run  reducing  the  covered  population  by  the 
2.1  million  men  in  military  service  should  not  make  any  difference  in  an 
actuarially  sound  system.  However,  in  the  short  run  and  over  the  next  20  to 
30  years,  removing  military  personnel  from  Social  Security  may  severely  reduce 
the  magnitude  of  the  Social  Security  trust  fund.  In  1977  the  Social  Security 
deficit  is  expected  to  be  $3.5  billion.  Eliminating  the  military  as  contributors 
would  increase  the  deficit  by  50  percent. 

INCREASE  IN  COMBAT  STRENGTH 

Question  3: 

I  see  from  a  staff  study  of  the  defense  budget  that  manpower  in  the  general 
purpose  combat  forces  has  been  increased  by  67,500  personnel  between  mid-1974 
and  the  present,  and  furthermore  I  understand  that  the  Administration  plans  to 
add  another  25,100  men  to  the  general  purpose  forces  during  1977.  The  men  trans- 
ferred to  the  combat  forces  have  come  from  reductions  taken  mainly  in  support 
forces.  As  I  understand  it,  the  decision  was  made  that  we  needed  to  increase 
the  "teeth"  of  our  armed  forces  and  reduce  the  "tail",  so  instead  of  realizing  full 
budget  savings  from  the  reduction  in  unneeded  support  manpower,  the  Admin- 
istration decided  to  take  some  of  these  men — numbering  92,600  in  all,  counting 
the  planned  transfers  in  1977 — and  put  them  into  Army,  Navy,  and  Air  Force 
combat  units. 
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How  are  these  people  being  used?  Can  yon  tell  us  what  the  total  costs  are  in 
this  budget  and  for  the  next  five  years  of  this  increase  in  combat  strength?  Please 
tell  us  what  portion  of  these  costs  is  attributable  to  having  the  added  people  in 
the  general  purpose  forces  and  what  portion  is  attributable  to  the  formation 
and  equipment  of  new  combat  units,  assuming  that  modernization  of  existing 
forces  would  continue  at  about  the  planned  rate. 

Are  the  extra  combat  forces  required  in  any  absolute  sense?  What  added  bene- 
fits do  they  provide?  Do  we  need  further  increases?  We  would  like  to  hear  your 
estimates  and  views  on  this  subject  this  morning,  and  you  may  subsequently 
provide  a  detailed  answer  for  the  record. 

Answer  3: 

The  Administration  has  transferred  military  personnel  from  support  to  new 
combat  units  without  providing  additional  hardware  to  equip  either  the  three 
new  divisions  in  the  Army  or  the  four  additional  tactical  fighter  wings  in  the  Air 
Force.  In  the  Army,  creating  the  new  brigades  and  divisions  will  take  place  over 
three  years,  and  Defense  asserts  that  this  is  long  enough  to  avoid  additional  costs 
associated  with  greater  turbulence  in  the  forces.  Hence  costs  are  very  small  over 
and  above  the  92,600  men  transferred  from  support  to  combat  units.  We  found 
some  funds  in  family  housing  and  military  construction  for  barracks,  but  only 
about  $25  million  in  1977.  We  are  already  providing  to  you  separately  at  your 
request  the  savings  from  reducing  100,000  men  over  the  next  five  years.  These 
same  planning  factors  could  apply  to  the  92,600  figure  as  well. 

Beyond  manpower  cuts,  decisions  will  have  to  be  made  to  buy  tanks  and  air- 
craft to  equip  these  new  combat  units.  CBO  estimates  it  would  cost  $1.9  billion 
to  equip  three  Army  divisions  to  fight  in  the  central  European  theater.  Also,  it 
would  cost  $3.6  billion  to  equip  four  tactical  fighter  wings  calculated  on  the 
assumption  that  two  wings  are  F-15s  and  two  are  A-lOs.  None  of  these  costs  are 
in  the  President's  budget  for  FY  1977,  but  they  are  included  in  the  CBO's  high 
option  for  FY  1977  through  19S1  that  Mr.  Pirie  presented  to  you  already  during 
the  briefing. 
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